BORROWING POWER OF THE 
COMMODITY CREDIT CORPORATION 


HEARING 


BEFORE THE 


COMMITTEE ON 
AGRICULTURE AND FORESTRY 
UNITED STATES SENATE 


EIGHTY-THIRD CONGRESS 
SECOND SESSION 


ON 


S. 2714 


A BILL TO INCREASE THE BORROWING POWER 
OF THE COMMODITY CREDIT 
CORPORATION 


JANUARY 25, 1954 


Printed for the use of the Committee on Agriculture and Forestry 


os 


UNITED STATES 
GOVERNMENT PRINTING OFFICE 
WASHINGTON : 1954 














\ 
SOMMITTEE ON AGRICULTURE AND FORESTRY - { 
GEORGE D. AIKEN, Vermont, Chairman ‘ ; 
MILTON R. YOUNG, North Dakota ALLEN J. ELLENDER, Louisiana ; 
EDWARD J. THYE, Minnesota CLYDE R. HOEY, North Carolina » 
BOURKE B. HICKENLOOPER, Iowa OLIN D. JOHNSTON, South Carolina 
KARL E. MUNDT, South Dakota SPESSARD L. HOLLAND, Florida 
JOHN J. WILLIAMS, Delaware CLINTON P. ANDERSON, New Mexico : 
ANDREW F. SCHOEPPEL, Kansas JAMES O. EASTLAND, Mississippi 
HERMAN WELKER, Idaho EARLE C. CLEMENTS, Kentucky 
HARRY R. VARNEY, Chief of Staff 7 
JAMES M. KENDALL, Chief Clerk ! 





-_ 


Sensassronia orate * 


i 
. 
4 
; 
j 
1 


CONTENTS 





Statement of 


Beach, R. P., budget officer, Commodity Credit Corporation, United 
States Department of Agriculture 

Gordon, Howard H., President, Commodity Credit Corporation, 
United States Department of Agriculture 

Richards, Preston, Deputy Administrator, Commodity Stabilization 
Service, United States Department of Agriculture 


Miscellaneous documents: 


S. 2714, 83d Congress 

Letter from Secretary of Agriculture Ezra T. Benson, requesting en- 
actment of 8. 2714 

Table, status of loans pooled for certificates of interest as of November 
30, 1953 

Table, computation of amount of certificates of interest to be issued 

Table, certificates of interest 

Table, statement of certificate of interest financing, fiscal year 1954 
and prior 

Statement filed by the Department of Agriculture on price support 
levels determined on the basis of supply 

Opinion of the Solicitor of the Department of Agriculture concerning 
relationship of financing operations of the Commodity Credit 
Corporation with the Treasury 

Letter from Frank K. Woolley, legislative counsel, American Farm 
Bureau Federation 

Letter from James G. Patton, president, National Farmers Union 


Ii! 





Page 





BORROWING POWER OF THE COMMODITY CREDIT 
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MONDAY, JANUARY 25, 1954 


Untrep States SENATE, 
CoMMITTEE ON AGRICULTURE AND ForESTRY, 
Washington, D.C. 

The committee met, pursuant to notice, at 11 a. m., in room 324, 
Senate Office Building, Senator George D. Aiken (chairman) presid- 
ing. 

Present: Senators Aiken (chairman), Young, Thye, Hickenlooper, 
Williams, Schoeppel, Ellender, Hoey, Johnston, Holland, Anderson, 
fastland, and Clements. 

The CuamrMan. The committee will come to order. We have met 
this morning to consider S. 2714, a bill to increase the borrowing 
power of the Commodity Credit Corporation. This bill was intro- 
duced at the request of the Secretary of Agriculture. On January 
14 the Secretary wrote a letter to the President of the Senate concern- 
ing the legislation and that letter and the bill will be inserted in the 
record at this point. I will not read it unless there is a demand for it. 

(The documents referred to above are as follows:) 


[S. 2714, 83d Cong., 2d sess. ] 
A BILL To increase the borrowing power of Commodity Credit Corporation 


3e it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That section 4 of the Act approved March 8, 
1988 (52 Stat. 108), as amended, is amended by striking out “$6,750,000,000” 
and inserting in lieu thereof ‘‘$8,500,000,000". 

Sec. 2. Section 4 (i) of the Commodity Credit Corporation Charter Act (62 
Stat. 1070), as amended, is amended by striking out “$6,750,000,000”, and insert- 
ing in lieu thereof ‘$8,500,000,000”. 


Sec. 3. This Act shall be effective July 1, 1954. 


DEPARTMENT OF AGRICULTURE, 
Washington, D. C., January 14, 1954. 
The PRESIDENT OF THE SENATE, 

United States Senate, 

DEAR Mk. PRESIDENT: This Department recommends the enactment of legisla- 
tion to increase the borrowing authority of the Commodity Credit Corporation 
from $6,750 million to $8,500 million, effective July 1, 1954. 

At the outset it should be emphasized that it is impossible to forecast with 
any degree of accuracy the requirements for borrowing authority necessary to 
fulfill the statutory obligations of the Commodity Credit Corporation either 
in total or within a given crop year. The obligations incurred or funds actually 
expended are largely determined by statutory requirements, yields from crops 
not yet planted, weather, future prices, and general prevailing economic con- 
ditions over which the Corporation has no control. Our best estimates indicate, 
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however, that this increase is necessary to maintain the stability of the Cor- 
poration and assure successful operation of present price-support legislation. 

The increase in borrowing authority does not, in itself, commit the Commodity 
Credit Corporation to expend funds. It is rather an authorization. The Con- 
gress determines how the authorization will be used by prescribing in the stat- 
utes the price-support programs to be carried out. In this connection, early pas- 
sage of the administration's proposed farm program is urged in order to reduce, 
as soon as possible, the demands on the Commodity Credit. Corporation and the 
Treasury. 

As of November /0, 1953, the Corporation had outstanding borrowings of $4,148 
million and it was obligated to purchase $1,525 million of loans and certificates 
held by banks and other lending agencies participating in the loan programs of 
the Corporation. This made a total of $5,673 million of its statutory borrowing 
power actually in use. It also had other obligations already contracted in the 
amount of $259 million, some part of which will require additional borrowings to 
liquidate (such as purchase agreements, accounts payable, accrued liabilities, 
ete.) making a grand total of $5,932 million of its borrowing authority in use 
as of November 30. This represents an increase of $3 billion over similar obliga- 
tions outstanding as of December 31, 1952. It is estimated that the Corporation 
Will incur obligations totaling an additional $0.8 billion by the end of February 
1954, making its obligations outstanding as of that date total $6.7 billion—an 
increase of $3.8 during the 14-month period since January 1, 1953. Thus it may 
readily be seen that if obligations subsequent to February 1954 increase as in the 
preceding recent past, a horrowing authority of $8.5 billion is definitely required. 

There is attached a draft of a bill embodying the necessary amendments to 
existing legislation to accomplish an increase in’ the borrowing authority to- 
gether with a statement indicating factors affecting use of the borrowing au- 
thority of the Commodity Credit Corporation. This latter statement may be 
helpful to the committee to which this proposal is referred. 

The Bureau of the Budget advises that there is no objection to the submission 
of this proposed legislation to the Congress for its consideration. 

Sincerely yours, 
E. T. Benson, Secretary. 
Enclosure, 


FActToORS AFFECTING USE OF THE SORROWING AUTHORITY OF THE COMMODITY 
CREDIT CORPORATION 


Budget assumptions.—The Corporation’s budget estimates for 1954 and 1955 
are based on the general assumptions (@) that employment, production, and 
incomes will continue high through fiscal year 1955; (b) that prices, on the 
average, will not exceed the 1953 level; (c) that yields will be in line with 
recent averages; and (d) that acreage allotments and marketing quotas will 
be in effect on the 1954 crops of peanuts, certain kinds of tobacco, wheat, and 
cotton in accordance with existing legislation; and acreage allotments will be 
in effect on the 1954 crop of corn. 

Supply and utilization.—On the basis of these assumptions estimates of the 
supply and utilization of individual commodities are made and these in turn 
become the significant factors upon which the estimated volume of price-support 
operations is predicated. With domestic disappearance of most commodities 
fairly stabilized, the two most dominating influences upon the level of price 
support operations are exports and production. However, seasonal price varia- 
tions on individual commodities resulting from a variety of causes have a definite 
effect on the peak amount of funds invested in price-support operations any 
one time during a crop year. 

Exports.—Declines in exports, primarily cotton and wheat, have already con- 
tributed to increasing stocks of these commodities owned or controlled by the 
Corporation. A continued low level of exports for these commodities will serve 
to intensify the problems of supporting prices of cotton and wheat. Rice is an 
important exception to the general decline in exports, due in part to a short 
crop in Japan. We are presently exporting nearly twice the volume of rice as 
was exported during the crop years 1947-50. Production has trended upward in 
line with the increased exports. Should these exports drop off appreciably it 
is reasonable to assume that the total decrease in exports would flow into price- 
support channels. To illustrate, a 40-percent decrease in exports—10 million 
hundredweight—could mean additional CCC loans of nearly $50 million without 
giving any recognition to the additional effect such a development would have 
upon present prices. 
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Production,—It is estimated that unless an early cancellation of notes is made 
to restore the capital impairment of the Corporation and to reimburse it for 
International Wheat Agreement costs a maximum of approximately $6.7 billion 
of the Corporation’s borrowing authority will be in use during 1954 and S7 
billion in the fiscal year 1955. It should be emphasized, however, that this 
estimate for 1955 has been prepared from data included in the current budget 
estimates which are based on the assumptions “that yields would be in line 
with recent averages” and “that acreage allotments and marketing quotas will 
be in effect * * * in accordance with existing legislation.” Actual yields per 
acre have been increasing steadily each year. Also, with acreage controls in 
effect for cotton, corn, and wheat, it may be assumed that producers will use 
more fertilizer and insecticides and select their best lands for the production 
of those crops upon which acreage allotments have been placed, thereby obtain- 
ing still higher yields. Under present legislation, the cotton allotment is set 
to produce 10 million bales of cotton with an average yield of 268 pounds of 
lint per acre—or 17,900,000 acres. If legislation is enacted which will increase 
the acreage allotment to around 21 million acres as is anticipated, production will 
increase accordingly. If it is assumed (a) that cotton acreage will be increased, 
(b) that yields of cotton, corn, and wheat will be in line with higher than average 
yields in recent years, and (c) that the increased supplies will go under price 
support, approximately $1 billion would be added to the borrowing authority 
required. There is shown below a summary of the production and yield for 
the 1954 crops of cotton, corn, and wheat upon which the budget estimates are 
based, compared with estimated production and yield in the light of factors 
discussed above, and their possible effect upon the volume of price-support 
operations. 


Current budget estimates, Estimates based on larger 
fiscal year 1955 production 


re ; rield per ; 
Yield per Production Yield per Production 


wre wre 

Pounds Rales Bales Rales 
Cotton! , 281 10, 000, 000 | 307 12. 587. 000 $414, 000, 000 

Rushels Rushels Bushels Rushels 
Corn : 39.2 | 3,000, 000, 000 42.2 3. 234. 000. 000 74 O00. 000 
Welt. on. 15.2 975, 000, 000 216.7 1. 065, 000, 000 198. 000. 000 
Total... 986. 000. 000 
1 Assumes legislation will be enacted increasing minimum allotment to 21 million acres. Allowancé 


made for underplantings of 500,000 acres. 
2 A yield of 18.3 bushels per acre was attained in 1942. 


Diverted acreage.—A further factor influencing the volume of price support 
operations will be crops devoted to acreage diverted from cotton, corn, and wheat 
to other crops eligible for price support. This has been taken into consideration 
to some extent in the budget estimates but it is impossible to forecast the future 
developments in this respect with any degree of accuracy. The administration 
is already committed to price support on feed grains, soybeans, flaxseed and other 
crops for which diverted acres might be used. Although the level of support is 
in some instances lower than in the recent past, nevertheless, increased yields and 
weak prices could add as much as $200 million to the borrowing authority re- 
quired. Further, any general price declines and business difficulties would be 
reflected in a generally increased volume of price-support operations for all 
commodities. 

During this period of high production and diminished exports, the volume 
of price-support operations required by law are estimated to continue at a 
high level. While production controls will be in effect for certain commodities 
there is no assurance that they will be fully successful because of vield poten 
tialities. The timing of the peak requirements for borrowing authority for 
individual commodities varies from time to time as general economic circum- 
stances affecting the respective commodities change. It is important, therefore, 
that the borrowing authority of the CCC be large enough to cover any reasonably 
anticipated needs. The past history of the operations of the Corporation is 
replete with examples of the violently changing demands upon it: From Decem- 
ber 1947 to December 1948 the total obligations against the borrowing authority 
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of the Corporation increased $1.5 billion; from December 1948 to December 
1949, the increase was $1.7 billion: between February 1950 and January 1951, 
outstanding obligations decreased $1.2 billion ; from December 1952 to November 
1953, an 11-month period, obligations have increased $3 billion and it is estimated 
that an additional $800 million will be obligated by February 1954. If even a 
much smaller increase should take place in the period from December 1953 to 
January 1955, it is apparent that a total authorization of $8.5 billion will defi- 
nitely be required. 
A table (exhibit A) summarizing these changes in obligations is attached. 


Exuisit A.—Commodity Credit Corporation—Analysis of obligations outstand- 
ing and net change between periods of marimum use of borrowing authority 


{In billions of dollars] 


Maximum use of borrowing authority 


Total amount Statutory 
Calendar year ee es - Penge Saaeanens om 
Month of peak ' Increase (+) Increase (+) 
standing | OF decrease | danding | OV deerease 
Outstanding ti} them: | Outstanding | (=) from 
prior period | prior period 
Actual 
1947 ‘ 9 December 0.7 0.6 as 
1948 do ae +1.5 1.6 +-1.0 
1949 : do 3.9 +1.7 3.3 | +1.7 
1950 February 4.4 +.5 3.8 | +.5 
1951 j January 3.2 —1.2 3.0 —.8 
1952 oan December 2.9 —.3 2.8 —.2 
1953 November 5.9 | +3.0 5.7 +2.9 
Estimated: 1954 !__ ‘ February 6.7 +.8 { 6.4 | +.7 


1 It is anticipated that a cancellation of notes totaling $773 million in February will enable the Corporation 
to stay within the statutory borrowing authority. 


The CHarrman. We have with us this morning Howard Gordon, 
President of the Commodity Credit Corporation. Mr. Gordon has a 
prepared statement and I assume it is in justification of the Secretary’s 
request for the one and three-quarters billion additional borrowing 
authority. 


STATEMENTS OF HOWARD H. GORDON, PRESIDENT, COMMODITY 
CREDIT CORPORATION; R. P. BEACH, BUDGET OFFICER, COMMOD- 
ITY CREDIT CORPORATION; AND PRESTON RICHARDS, DEPUTY 
ADMINISTRATOR, COMMODITY STABILIZATION SERVICE, UNITED 
STATES DEPARTMENT OF AGRICULTURE 


Mr. Gorpon. Yes, sir. I have an additional statement with respect 
to the certificate of interest plan for financing price support. loans in 
which I thought the committee might be interested in view of the 
questions raised by Senator Williams with the Secretary. 

The CHarrman. It probably will be. Will you take up the request 
for increasing the borrowing authority first / 

Mr. Gorpvon. Yes, sir. 

The Carman. Very well. Why do you not go ahead with your 
statement ? 

Mr. Gorpon. The Department is requesting an increase in the statu- 
tory limitation on the borrowings by the Commodity Credit Corpora- 
tion—including the obligation to take over upon demand loans held 
by lending agencies—in order to assure its ability to carry out manda- 
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tory commitments for price support of 1954 crops in accordance with 
existing law. The increase requested is 154 billion, bringing the total 
borrowing authority to 81% billion. 

Background of present situation: Br iefly, the reason additional bor- 
rowing authority for the Commodity C redit C orporation is needed 1 
we have a larger supply of corn, cotton, wheat, dairy products, aia 
few other commodities than can be absorbed by domestic and Pesce 
markets. With domestic use of most commodities relatively stabilized, 
the two most dominating influences on the level of price-support 
operations are exports and production. Production has increased or 
been maintained at high levels and exports have declined. Asa result, 
prices to farmers have been below support levels, huge quantities of 
commodities have been placed under CCC loan or offered for sale to 
the Corporation, and sales of CCC inventories built up from past 
price-support operations have declined. This has increased the obliga- 
tion of the financial resources of vr e orpor: ation to the point where 
there remains insufficient unused borrowing authority to carry out 
present price-support commitments. 

An additional factor is that, since the borrowing authority of the 
Corporation was set at $6,750 million in June 1950, the general increase 
in parity prices, and, consequently, in support prices, has resulted in 
the use of more dollars for a given quantity of commodities than was 
required in 1950. For example, the support price on 1950 crop cotton 
was $139.50 per bale, as compared with an estimated $160 for 1954 crop 
cotton. Similarly, the increase in the support price on corn has been 
from 51.47 to $1.58 per bushel, on wheat from $1.99 to $2.20 per 
bushel, on butterfat from 60 cents to 67.2 cents per pound, and on 
milk for manufacturing, from $3.07 to $3.74 per hundredweight. 

Senator Youne. May I interrupt at this point? This is not a 
result of the increase in price-support levels but in parity levels? 

Mr. Gorvon. Parity levels, yes. For all commodities on which 
price-support commitments have been made for 1954 crops, it is esti- 
mated that $200 million more will be required to make the loans and 
purchases in the fiseal year 1955 at 1954 crop-support prices than 
would have been required at 1950 crop-support prices. In addition 
to the increased capital required to make loans or purchases, the 
amount required to carry inventories has increased. 

Basic considerations: There are several characteristics of the op 

erations of the ¢ ‘ommodity Credit C orpor: ation which are of crucial 
importance in considering the extent of its authority to borrow. 

First, is the fact that the major part of the borrowing authority 
used is in connection with corn, cotton, wheat, and dairy products. The 
first three commodities are basic commodities for which price support 
is mandatory under existing law at 90 percent of parity through the 
1954 crops. Dairy products are classed as designated nonbasics on 
which support is required by law at = less than 75 nor more than 90 
percent of parity. As of November 30, 1953, the financial statements 
of the Corporation indicated a total reesei of $5,248.6 million in 
price-support loans and inventories, of which $4,302.9 million was in 
these 4 commodities: Wheat, .$2,055.6 million; cotton, $1,013.4 mil- 
lion; corn, $852 million; and dairy products, $381.9 million. 

Second, is the fact that on these major commodities, except for some 
discretionary power with respect to the support level on dairy prod- 
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ucts, the Corporation must stand ready on an open-offer basis to make 
loans or purchases at a fixed level of support prices on any quantity of 
the commodities which may be produced during the crop year. Once 
a crop is produced, the Corporation has no control over the quantity 
of any of these commodities which may be offered to it for price sup- 
pet The proportion of the total crop of any commodity in a par- 
ticular year which is placed under price support is governed by m: any 
varied and unpredictable factors, such as the size of crops, export 
trends, general business conditions, and other. 

These two characteristics of the C orporation’s operations in turn, 
make it extremely important that there be sufficient borrowing author- 
ity to eliminate any possible question of the ability of the Corporation 
to make good on the commitments required by existing law. Ade- 
quacy of financial resources readily available to the Corporation is 
one of the major elements in its power to conduct effectively and at 
minimum cost, the price-support programs authorized by Congress. 
Ability to support as much of the crop as necessary at the proper and 
critical time is essential if markets are to remain stable. 

Farmers, bankers, and the various trade groups with which the 
Corporation deals must be unequivocally assured that the CCC is able 
to meet any financial obligations imposed upon it by program commit- 
ments. The announcement of availability of price support on a com- 
modity, together with general knowledge of and confidence in the 
ability of the C orpor ation to back up the announcement with loans 
or purchases as required, has at times in the past averted the need for 
price support. On the other hand, doubt as to the ability of the 
Corporation to meet its obligations would cause an increased demand 
for price support. 

There would be a strong downward pressure on prices if such doubt 
existed. Farmers would rush to place commodities under price sup- 
port in the belief that first come would be first served. Banks would 
be hesitant or unwilling to lend money to farmers under lending 
agency agreements in which the CCC agrees to purchase on demand 
the notes evidencing such loans. Prospective purchasers of com- 
modities held by the CCC would be hesitant to buy, in the hopes of 
obtaining the same commodities at a lower price at a later date. Farm- 
ers would be unable to redeem collateral pledged for price-support 
loans. Carriers, warehousemen, handlers, processors, and other trade 
groups would not have the confidence in the Corporation necessary for 
satisfactory business relationships. Any downward pressure on 
prices, of course, would be reflected in lower valuations of the inven- 
tory of commodities held by the Corporation, and, consequently, in 
increased program costs. 

To avoid such a development, it is not only necessary that the bor- 
rowing authority of the Corporation be of sufficient size to assure 
ability to meet all obligations, but it should be large enough to pro- 
vide a margin of flexibility for unforeseen circumstances. It is not 
possible to forcast with any assurance of accuracy what the demands 
on the Corporation’s financial resources will be in the future. To be 
able to do so, it would be necessary to have the ability to forecast ac- 
curately months in advance the market price of individual commodi- 
ties, and, in addition, all of the effects of price changes on CCC op- 
erations. This inability to accurately forecast future operations ap- 
plies not only to the total volume of each of the different types of 
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transactions affecting the use of borrowing authority, particularly, 
loans, purchases, repayments, and sales—but it also applies to the 
timing of these transactions. 

Seasonal variations in the prices of individual commodities, result- 
ing from a variety of causes, have a definite effect on the peak amount 
of funds invested in price-support operations at any one time during 
a crop year. In addition, such factors as a new crop report or a 
change in weather affecting the outlook for production of a major crop 

can have an immediate effect on the volume of price-support loans 
requested by farmers. ‘This, in turn, immediately affects the amount 
it is necessary for the Corporation to borrow from the Treasury or 
obligate itself to pay banks for notes accepted by them under lending- 
agency agreement. 

Similarly, the timing of sales of inventories and of repayments on 
loans, which is subject to many unpredictable factors, will directly 
affect the use of borrowing authority. Circumstances affecting the 
total volume, the timing of “obligations and receipts, and the relation- 
ship between obligations ard receipts, change so rapidly that it is 
necessary that there be a margin of borrowing authority to cover tem- 
porary bulges in net obligations as well as unforseen developments 
affecting the total volume of price support extended. 

The past history of the operations of the Corporation is replete with 
examples of the violently changing demands upon it: From Decem- 
ber 1947 to December 1948, the total obligations against the borrowing 
authority of the Corporation inc reased $1.5 billion; from December 

1948 to Dece —— 1949, the increase was $1.7 billion; between Febru- 
ary 1950 and January 1951, outstanding obligations decreased $1.5 
billion; from December 1952 to November 1953, an 11-month pel Hod: 
obligations have increased $3 billion and it was estimated that an ada 
tional $600 million would be obligated by February 1954. 

The CuHatrman. $600 million ? 

Mr. Gorpon. $800 million is the corrected figure, sir. 

Senator Witt1ams. What is the peak month / 

Mr. Gorpon. Normally, February is the peak month but it looks 
like we will find January as our peak month this year. There has 
been a great acceleration in loans. 

Senator Witiiams. How much do you have outstanding in loans? 

Mr. Beacu. Senator Williams, we have no financial report as of a 
monthend since November 30, that being the latest one we have at this 
time. Wemadea survey by wire of the loans approved through county 
offices through January 15 and putting that information together with 
the information from our other field offices we came to the conclusion 
that we have possibly $16 million unobligated. In other words, we 
may have $6,734 million, approximately, obligated of the borrowing 
authority of $6,750 million. 

Senator Exrenper. Can you tell us what commodities gave rise to 
this increase in January over the previous years? 

Mr. Br acu. Yes, sir. Corn, cotton, wheat, and dairy products. 

The CuatrmMan. Maybe we ought to let Mr. Gordon finish his state- 
ment. I realize I was the first offender. 

Mr. Gorpon. It would be perfectly all right with me. Sometimes 
we answer questions as we go along and it does save time. It is 
immaterial to me. 


a A -dnltensaiiet alta. niceties ailthek no ae 








8 BORROWING POWER OF THE COMMODITY CREDIT CORPORATION 


Senator Exrenver. The only thing I want to bring out is why should 
this acceleration take place in January instead of F ebruary, as was 
the case previously ? 

Mr. Gorvon. In some cases it is due to the lack of export market 
and in other cases it is due to the price level. In corn it is definitely 
due to the price level. The loans are coming in at a very rapid rate. 
On cotton 1 would think export conditions would have quite a bearing 
on it. On dairy products we have had a run of production which 
is without parallel. 

Senator E.ienper. Unprecedented ¢ 

Mr. Gorvon. Yes, sir. Those are the conditions which have caused 
this tremendous burst which we could not have foreseen. 

The CuatrmMan. And weather conditions in the case of dairy 
products ? 

Senator Exitenper. That is why I asked the question: I thought 
that was going to be your answer: That the dairy products have been 
produced in larger quantities than in the past is one of the things that 
caused it. ‘To what extent have dairy products themselves cansed this 
change ¢ 

Mr. Beacu. Since November 30 we have bought about $40 million 
worth of dairy products. It is the minor one of the commodities as 
far as the overall change is concerned. Cotton and corn I would judge 
are the two largest ones. 

Mr. Gorpon. We might get up to7 million bales of cotton under loan. 

Senator Youne. Mr. Chairman? 

The CHatrrMan. Senator Young ?/ 

Senator Youne. Life magazine in this issue has an editorial that 
is very critical of me. ‘They give me credit for this surplus you are 
accumulating of dairy products and eggs. How many eggs do you 
now have? 

Mr. Gorvon. No eggs. 

Senator ELitenper. That program has been dispensed with; hasn’t 
it? 

Mr. Gorpon. Yes, sir. 

Senator Young. It is about as accurate as many other articles. 

Senator Ex.tenper. You are not worried about that; are you, 
Senator ¢ 

Senator Younc. No. They have always blamed me for wheat sup- 
ports. Dairy products and eggs are something new. 

The CHarrman. Will you go ahead, Mr. Gordon ? ; 

Mr. Gorvon. Borrowing authorization does not control costs: 
Another important point for consideration is that the request for an 
increase in borrowing authority does not constitute an appropriation 
of funds. Neither does approv al of : an increase in borrowing authority 
necessarily contemplate an increase in the costs of price-support opera- 
tions to the United States Government. These costs are not known 
until the liquidation of loans and inventories which represent the major 
assets financed under the borrowing authorization. Overall control 
over the actual volume of loans to be made and inventories to be 
acquired, and thus over program costs, is exercised by the Congress in 
two ways entirely aside from the limitation on borrowing authority. 
These are (1) the approval of price-support legislation prescribing the 
conditions under which the prices of individual commodities shall be 
supported, and the levels of such price supports, and (2) the approval 
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of the budgetary programs set forth in the annual budgets submitted 
in accordance with the Government C orporation (¢ ‘ontrol Act of 1945. 
These budgetary programs are, of course, within the framework of 
basic price-support legislation. One of the major considerations in 
the development of the new farm program submitted to the Congress 
by the President on January 11, 1954, was ultimate reduction in costs 
to the taxpayer. 

Senator ELitenper. I am intrigued by the first sentence at the bottom 
of page 6 where he says: 

Another important point for consideration is that the request for an increase 
in borrowing authority does not constitute an appropriation of funds. 

That may be true, but I would like to ask you about this new method of 
financing that was started by the Secretary some time ago. 

Mr. Gorvon. I have a rather complete statement that I would like 
to read after I finish this, if Imay. I cover that fully. 

The CHairMan. It is doubtful if we can finish the hearings by noon. 
‘The reason they were put off until 11 o'clock is becanse the witnesses 
had to go to the House Appropriations Committee as we are reaching 
almost an emergency situation there. Something has to be done before 
the Ist of February or else. So we postponed this an hour this morning. 

Senator WituiamMs. Mr. Chairman, we are not going to be able to 
finish this this morning anyway. Suppose we let him complete his 
statement, then we can study it and ask him questions. 

The CHatrMan. IT would like to have him read it. 

Senator EvLenper. There is only one other question, and it is this: 
Although this borrowing authority 1s not considered an appropriation 
of funds, the fact that we give the authority would result in a larger 
sum of money owed by the Government. ‘That is, you finance in the 
past by going to the Treasury, and asking—— 

Mr. Gorvon. The method that you are talking about doesn’t get us 
around that. We still have to stay within our borrowing author- 
ityvy— 

Senator E_Lenper. I understand that. 

Mr. Gorpon. With respect to these certificates of interest. 

Senator ELLenper. | understand that. But of course the method 
that you are applying, the way you are handling it, you are more 
or less i _ competition with the Treasury ; aren’t you? 

Mr. Gorpon. I would not say so. 

Senator ELLeNpER. We will discuss it when you get to that point 
later on. 

Mr. Gorvon. I think you will understand it much more clearly 
after I read this rather complete statement of about 3 pages. 

Senator Exienper. I do not believe it was contemplated by this com- 
mittee that such authority as is now being exercised by the Secretary 
of Agriculture would be used. You may have the authori ity. 

Mr. Gorpon. You will find it is in keeping with a practice followed 
ever since 1941, and the extent is the only difference, not the method. 

The CHarrMAn. Were the obligations and guaranties of the Com- 
modity Credit Corporation considered in figuring the approach to 
the debt limit / 

Mr. Gorpon. Yes, sir; the borrowings. 

Senator Youne. Mr. Chairman, just one question. 


Mr. Gorpon. Not the obligations to banks, only the actual borrow- 
ings from the Treasury. 
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Senator Youne. How do you expect to handle this proposed set- 
aside or insulation of $21 billion of farm commodities? I thought 


at first you might finance those in a different manner. Will they be 
financed by CCC funds? 


Mr. Gorpon. We do not know yet. 

Senator Youne. If you were going to use separate, or new funds, 
for those, you wouldn’t need this ‘increased borrowing authority, 
would you! 

Mr. Gorvon. No, but I think you will find when we get 
through reading this statement, very definitely that we have a prob- 
lem here with respect to 1954 that we have to meet and the new farm 
program has no bearing on this request at all. 

Senator Youne. Thank you. 

Mr. Gorpon. Present status of borrowing authorization: As of 


November 30, 1953, the actual amount of borrowing authority in use 
was as follows: 


Million 
lorrowiies from 'U. SB. Trendiey 2 2 eS Os ee eae 
Loans held by lending agencies : 

ee oe ee See ee ee ee ee ee ee es 1,014 
ey TEI soos crate ani int cn cdl asa biaeceeeiebiciesncntanctceennnetoeienbabesieideicets 511 
IS. 6b itech cle ch Eien Se ee Re ie -. 1,525 
Grane | COW. dh. jcanvb bad eed deniin dn aenetonneey 5, 673 


In addition, the Corporation had other liabilities, including pur- 
chase agreements, accounts payable, accrued warehouse and carrying 
charges, et cetera, amounting to $259 million, some of which it will be 
necessary to finance by borrowings. 

Special reports obtained from the field last week indicated that loan 
volume has increased substantially in recent weeks. In the light of 
information included in those reports, it was estimated on January 22 
that our borrowing authority is nearly depleted. 

Estimated future use of borrowing authority: Based on the pro- 

jected timing of the obligations to be incurred and rec eipts to be re- 
ceived which are reflected in the 1955 budget, it had been estimated 
that the peak use of statutory borrowing authority in the fiscal year 
1954 would occur in February, when $6.4 billion w ould be in use. Sim- 
ilarly, it was estimated the peak amount of statutory borrowing to be 
in use in the fiscal year 1955 would be $6.7 billion in February 1955. 
In addition to the obligations ¢ hargeable to borrowing authority under 
the statutes—actual borrowings plus loans held by lending agencies— 
it was estimated that on each of these peak dates there would be 
$300 million of additional liabilities not yet reflected in the use of 
borrowing authority. It now appears that the earlier estimate for 
February 1954 has already been exceeded in January. 

It should be emphasized that these estimates were based on the 
assumptions “that yields would be in line with recent averages” and 
“that acreage allotments and marketing quotas will be in effect * * * 
in accordance with existing legislation.” Actual yields per acre 
have been increasing steadily each year. Also, with acreage con- 
trols in effect for cotton, corn, and wheat, it may be assumed that 
producers will use more fertilizer and insecticides and select their 
best lands for production of those crops upon which acreage allot- 
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ments have been placed, thereby obtaining still higher yields. Under 
present legislation, the cotton allotment is set to produce 10 million 
bales of cotton with an average yield of 268 pounds of lint per acre— 
or 17,900,000 acres. Legislation has been enacted which will increase 
the acreage allotment to over 21 million acres and production will 
increase accordingly. 

With the increase in cotton acreage, and assuming (a) that yields 
of cotton, corn, and wheat will be in line with higher than average 
yields in recent years, and (+) that most of the increased supplies 
will go under price support, approximately $1 billion additional bor- 
rowing authority would be required. For example, if the yield of 
corn should increase only 3 bushels per acre, the additional produc- 
tion would amount to 234 million bushels. This in turn if placed 
under price support would require the use of $374 million of additional 
borrowing authority. 

A further factor influencing the volume of price-support operations 
will be crops devoted to acreage diverted from cotton, corn, and wheat 
to other crops eligible for price support. This has been taken into 
consideration to some extent in the budget estimates but it is impos- 
sible to forecast the future developments in this respect with any de- 
gree of accuracy. 

The administration is already committed to price support on feed 
grains, soybeans, flaxseed, and other crops for which diverted acres 
might be used. Although the level of support is in some instances 
lower than in the recent past, nevertheless increased yields and weak 
prices could add hundreds of millions of dollars to the borrowing 
authority required. Further, any general price declines and business 
difficulties would be reflected in a generally increased volume of price- 
support operations for all commodities. 

If the revised assumptions with respect to yields and acreage of 
allotment crops, price support required on crops planted to diverted 
acres should materialize, and if business conditions are slightly less 
favorable than those assumed in the budget estimates, it is estim: ane 
that the Corporation’s statutory obligations against its borrowing au- 
thority will reach a peak for the fiscal year 1955 of epaboruinns ate ly 
$8 billion in February 1955. This would leave only a small margin of 
financial resources to cover unforeseen developments on 1954 crops, 
and would leave little or no room for the additional requirements tor 
1955 crop price-support operations. Unless the proposal for setting 
aside reserves of $2.5 billion of commodities made in the new farm 
program submitted to Congress on January 11, 1954, is approved, and 
unless separate provision is made for financing this reserve, it will 
quite likely be necessary to request a further increase i 
authority in order to support 1955 crop prices. 

The CHarmman. When do you anticipate that request for further 
borrowing authority might be made, Mr. Gordon? 

Mr. Gorvon. Well, we think about a year from now but we are not 
so sure, in view of this development which we have had in the last 
few weeks, that it might not come earlier. 

The CuarrmMan. Before the end of this session ? 

Mr. Gorpon. I don’t know about the end of this session. 
would have to get it in before this session ends. 

Senator Ertenver. You are assuming that your production for this 
year, as you have just indicated, would be as great as it was in the 


borrowing 


I guess you 
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past. With a drought or a little less production, of course, it would 
change the picture ? 

Mr. Gorpon. We cannot foresee that. 

The CuairMAN. You are also assuming stable economic conditions. 

Mr. Gorvon. We have assumed stable economic conditions. If they 
became unstable of course the demands would be greater. We have it 
on both sides. 

The CuatrMAn. Senator Young? 

Senator Young. With this acreage-reduction program you would 
think there would be a considerable reduction in production as com- 
pared to a year ago. The Department of Agriculture in 1953 asked 
farmers to increase corn production. That was last year. I don’t 
understand why they did. Now you are asking farmers to decrease 
production. You would think this would have quite an effect on it. 

Mr. Gorpon. The corn-allotment program calls for a reduction of 
about 10 million acres. Actually, we do not anticipate that we will net 
more than about half of that because many people will prefer not to 
have price supports because it fits in their rotation practices and their 
operations, They can go ahead and produce the corn. So we will not 
get probably over half of the reduction that is called for under that 
acreage-allotment program. We realize that that is true. We realize 
also that when you do have these acreage-allotment programs and 
marketing quotas, as I pointed out, you put your best land in and 
you really pour on the fertilizer and improve your practices, 

The result is that your production is never decreased to the extent 
you would anticipate from the rediiced acreage. In. addition to that 
we of course are certainly running into some problems with respect to 
these diver hae acres. Much of the cornland probably will go into soy- 
beans. Some of your delta cottonland will go into soybeans, which 
will complicate our fats and oils situation which, as you know, is al- 
ready quite bad. 

We have all of those factors that have to be taken into consideration. 
Actually, what we are talking about here is the 1954 price-support 
program and not the new program which was presented to you last 
week by Secretar y Benson. 

Senator Younae. If we had very poor crop years like the 2 we had 
in the thirties or the reduction in the corn crop of about 3 years ago 
of some 500 million bushels as a result of early frost you would not 
have a bit too much corn, would you ? 

Mr. Gorvon. We could have a drought that would create that kind 
of a situation. 

Senator Youna. Two or three years ago you had a situation of corn 
with frost. 

Mr. Beacn. The 1951 crop, Senator. We put only 26 million bushels 
under price supports that year. 

Senator Youne. Prices shot upward about 50 or 75 cents a bushel. 

The CuatrMan. Is it safe to figure on that basis? 

Mr. Gorvon. No, I do not think you can. 

The CuHatrman. You have to figure on a normal basis, a normal econ- 
omy, and normal yields and normal conditions. 

Senator Ellender? 

Senator Evtenper. In the past, as I understand, most of your bor- 


rowings, in fact the major part of your borrowings, have been through 
the Treasury ¢ 











BORROWING POWER OF THE COMMODITY CREDIT CORPORATION 13 


Mr. Gorvon. Yes, sir. 

Senator Extenper. What was the average rate of interest charged 
on such loans? Do you recall? 

Mr. Gorpon. That has varied greatly. 

Mr. Breacn. A few years back it was 114 percent. It has ranged 
from 2 to 21% percent this fiscal year. 

Senator E.tenper. With the Treasury ¢ 

Mr. Beacu. Yes, sir; 2 to 2144 percent from the Treasury. It is 
based on the average rate borne by securities marketed by the Treasury. 

Senator ELLenper. What about your short-term Treasury notes! I 
thought they were less than 2 percent. 

Mr. Brac. In recent weeks they have gone down considerably less 
than 2 percent. 

Senator ELLeNpEr. But even before that, were they not always lower 
than 2 percent ? 

Mr. Beacu. No, sir. 

Senator ELLENpeR. I mean the short 90-day notes? 

Mr. Breacu. They were up pretty high not long ago. I think I have 
a chart that shows it. 

Mr. Gorvon. They have varied, of course, from 1 percent up to at 
least 214. 

Senator E:tenper. The next question I was going to ask you was, 
on page 7 you have here “Individual notes, $1,014 million.” I presume 
that those are the notes that are handled by the banks ? 

Mr. Beacn. Yes, sir. 

Mr. Gorvon. I have the figures here. 

Senator ELtenper. Those notes, as I understand, bear interest simi- 
lar to that which the Corporation could borrow through the Treasury 
and you pay a little premium there to handle it. 

Mr. Gorvon. Yes, sir. 

Senator Extenper. How much is that handling charge ? 

Mr. Gorpon. A half of 1 percent. 

Senator Extenper. So that as to all of these individual notes the 
banks receive what the current Treasury rate is plus one-half of 1 
percent ? 

Mr. Gorpon. Yes, sir. If they provide that service. 

Senator ELLenper. I understand that. Of course, these banks have 
the right to force you to take back these notes at their option ? 

Mr. Gorvon. That is right. 

Senator ELtenper. You have certificates of interest in the amount 
of $511 million. How much has the rate of interest been on those 
issues ¢ 

Mr. Gorpon. It has varied. Would you like that other information 
first? I have it here. 

Senator ExLenper. Yes. 

Mr. Gorvon. From 1939 to 1948 it was 1 percent. It crept up to 14. 

Senator ELLenver. You are talking now about the rates of interest 
paid by the Treasury on short-term notes! 

Mr. Gorpon. No, sir. This is the interest that CCC paid to the 
Treasury on its borrowings. 

Senator Exv,enper. That is about the rate, though, that the Treas- 
ury paid for its money. 

42788—54——3 
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Mr. Gorvon. Just about. As of June 30 it was 214 percent. 
Senator ExLenper. What caused that to go up, do you know? 
Mr. Gorpon. There was a temporary strengthening of the market in 
the period April—June. 

Senator ELLenper. When was it that you started the system of 
utilizing certificates of interest rather than the old method of borrow- 
ing through the banks? 

Mr. Gorvon. On cotton we have been doing this since 1941. But 
in September we announced this program and applied it to all crops. 
I have that statement, Mr. Chairman, and I will be glad to read it 
right now, which I think will clear up a great deal. 

Senator Eiienper. [I wonder if you can answer the question as to 
how much more or less it has cost to handle it through this certificate 
of interest system rather than through borrowing direct from the in- 
dividual banks? 

Mr. Gorpon. In general terms, yes. The first offering in October 
was at 21% percent which was the rate we were paying the Treasury 
at that time. Then the next offering, in December, of $450 million, 
was at 214 percent. 

Senator ELtenper. What rate was the Treasury obtaining for that 
short a term ? 

Mr. Gorvon. I think around 21% at that time on 9-12 months 
obligations. 

Mr. Beacu. They later came down considerably. They were down 
to about 1.7 percent on 3-month bills. They were down to between 
11% to 134. 

Senator Eirenver. The Treasury ? 

Mr. Bracu. Yes. 

Senator ELtenper. Yet you were offering them at what? 

Mr. Gorvon. Two and a querter. 

Senator Ettenper. Wasn’t that change that you instituted more or 
less in the nature of a method to compete with the Treasury and in a 
measure had the effect of causing these short-term interest rates to 
increase ¢ 

Mr. Gorvon. Apparenly Treasury did not feel so because we worked 
very closely with them in making all of these offerings and in setting 
the rates which were involved. 

Senator Ettenper. Did you consult the Treasury and did they con- 
sent to your offer at 214 percent ? 

Mr. Gorvon. Not only that, they encouraged us to make these offer- 
ings. May I read this? 

Senator Anperson. Mr. Chairman, we cannot hear a word down 
here. 

Mr. Gorpon. May I read this statement. I-believe it will clear 
up a lot of the questions. 

The Cuarrman. Yes. 

Senator Ertenver. What I want to do, Mr. Chairman, is clear it up. 

Mr. Gorpon. This is a statement headed “Certificate of Interest 

Plan for Financing Price-Support Loans.” 
' In June of last year representatives of the Treasury Department 
advised us that they probably would be hard pressed to keep within 
the statutory debt limit and they requested that we attempt to obtain 
a greater investment of funds in CCC programs by private banks in 
order to reduce CCC’s use of Treasury funds to a minimum. 


























































BORROWING POWER OF THE COMMODITY CREDIT CORPORATION 15 


It has been the policy of CCC to utilize private banks (lending 
agencies) in its price-support programs to the maximum extent pos- 
sible and to encourage the banks to retain the notes and warehouse 
receipts in the local bank where the producers customarily do their 
banking. Banks have done an outstanding job in this respect. Last 
year more than 95 percent of the grain loans and 81 percent of the 
cotton loans were disbursed by banks which have entered into lending 
agency agreements with CCC. 

“It must. be recognized, however, that many of the banks in the 
producing areas do not. have sufficient funds to continue to finance 
all of the loans and must either sell a part of the notes to CCC or to 
a corresponding bank. The lending agency agreement used in our 
grain program provides that the funds m: iy be obtained from either 
CCC or from a correspondent bank, but require that in either case the 
notes and warehouse receipts must remain in the bank which disbursed 
the loan. Farmers experienced considerable difficulty in redeeming 
their loan grain in some of the earlier loan programs when banks 
were allowed to deliver the notes and warehouse receipts to their cor- 
respondent banks. In order to operate an effective price-support 
grain-loan program we feel that the loan papers must be kept at a 
pl: ice near the farmer where he can quickly get possession of the loan 
papers (warehouse receipts) when he desires to redeem the grain 
pledged to secure the price-support loans. 

The problem of obtaining greater private financing was discussed 
with officials of the American Bankers Association and Reserve City 
Association. It was felt that the country banks were already carrying 
about all of the CCC paper which they could reasonably be expected 
to do and that any substantial increase in private funds for price- 
support loans would have to come from the city correspondents of the 
country banks. 

In order to attract the maximum investment of private funds in 
CCC loans it was agreed that the city banks would require some of- 
ficial document to evidence investment of their funds. Rather than 
allow the grain notes and warehouse receipts to be removed from the 
custody of the country bank it was decided to issue certificates of 
interest to evidence participation in the financing of a pool of price- 
support loans. 

The certificate of interest plan of financing has been in effect in the 
cotton-loan program since 1941, except for the 1952 crop. Commer- 
cial banks disburse the loans but the notes and warehouse receipts 
are forwarded to a Federal reserve bank or branch for custody and 
are placed in a pool of loans. The commercial bank which desires 
to continue its investment in CCC loans receives a certificate of in- 
terest to evidence its investment in the pool of loans. In the event 
sufficient producer loans are repaid to reduce the pool of loans below 
the amount of the outstanding certificates of interest, a pro rata pay- 
ment is made to all certificate holders. 

The first offering of certificates covering commodities other than 
cotton was made in October 1953 and amounted to $360 million. The 
Federal Reserve Bank of Chicago, acting as fiscal agent for Com- 
modity Credit Corporation, issued the certificates and operates the 
pool. An additional offering of $12 million was made on January 15, 
1954. The attached table shows the commodity loans which con- 
stitute the pool. 
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After the 1952 cotton loans were extended the banks which origi- 
nally disbursed the loans were given an opportunity to purchase cer- 
tificates of interest in order to participate in the financing of these 
loans through July 31, 1954. These banks purchased about $15 mil- 
lion worth of certificates. In December 1953, an announcement was 
made offering all commercial banks the opportunity to participate in 
the financing of these 1952 loans as well as the 1953 cotton cooperative 
loans which were not held by private banks. This offering totaled 
$450 million. On January 15, 1954, an announcement was made offer- 
ing an additional $225 million in the pool of cotton loans. 

Since the certificate of interest is simply a document which evidences 
participation in the financing of price-support loans, it would seem 
that in considering the question of public debt, certificates should be 
treated the same as the individual farmer's loan which is disbursed 
and held by a commercial bank but which CCC agrees to purchase 
trom the bank at maturity, if the loan has not been repaid. It is our 
understanding that such loans are not reflected in the public debt until 
CCC purchases the note. Since many of these price-support loans 
are repaid prior to maturity, we believe it proper that such notes not 
be included in computing the amount of the public debt of the United 
States. 

CCC’s charter provides that we shall use the usual and customary 
channels, facilities, and arrangements of trade and commerce in the 
conduct of business, and we would propose to continue to use com- 
mercial banks in the handling of price-support loans to the maximum 
extent possible. ‘To the extent that banks disburse and hold the price- 
support loan paper, CCC is relieved of the administrative burden, 
particularly in those years of heavy redemptions. The certificate of 
interest plan offers the opportunity for a greater participation in the 
loan programs by commercial banks. 

In the event these certificates of interest were to be guaranteed by 
the United States Treasury and considered a part of the public debt 
it is assumed that they would be issued at the same rates and subject 
to the same terms and conditions as short-term Treasury issues. If 
this were true, it is believed that most commercial banks would prefer 
to purchase the short-term Treasury issues. 

As you know, our loan programs are announced at the beginning of 
the year and rates are established which generally continue throughout 
the program year. We attempt to set a rate of compensation to banks 
which provides an appropriate amount for services performed and for 
interest on funds invested. Recognizing that interest rates fluctuate 
considerably during the program year we naturally tend to be con- 
servative in setting these rates. 

In the event the rate established should be too low we could, without 
interrupting the operation of a program when activity is high, allow 
the notes to be sold to CCC and then finance them through the cer- 
tificate plan at rates which are in line with current money market. 


By using the certificate plan we can keep the financing of these loans 
in the hands of commercial banks. 
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Status of loans pooled for certificates of interest as of Now. 30, 1953 


1953 crop year commodity loans: {mount 

Rca ei et nn Eg aa een eeienaaetg tit crates _ $15, 789, 835. 3 
en ec ene i iaaa ne esa 5, 605, 191. 20 

PRR ikea ea eA es Oe Ali ee i bdtth book 5, 730, 997. 90 
Cottonseed_______ a paeadadlht ah iimetimma lp icipieniiibedandenia aeenat 58, 793. 94 
I ih ic hg I a a a a ailatbancthnsetaintl il dieactp tiki, ss, ee Sr A ne 
A UU NN I iid cheatin lilies Saker ‘jcsnitiiasptesiiiiglipiieces: ° Sg ce Oe 
Paeeeys. es jet ae hd git OF ‘40 J 73, 120. 66 
| EE ee es ee ee ee ee 5 ete se 38, 202, 513. 07 
Turpentine... i... sa Rlhaiiicnnntaaen ts ed La bie 5 ae eel 710, 781, 64 
a i a i ee _.. 18,671,910. 27 
ca | re a 
a cc icetnseynen rset EL tee EL Itt SSR AS Se 2, 345, 859. 66 
meee tistics, Jai ei 5 i et te B, aut 1, 278, 190. 57 
Beets (Pr GP. seek nck tthe heel ss stead i. 9, 575. 20 
ES ET a i abel leila aia 1, O70, 323. 94 
PEIN ci cxcas csionseti- ac cekeseman ancansas ie inecatiitiesoeitag ans Binion abies Se eee ce 8, 160, 588. 43 
Went... Bi te er ee eee nee tae 323, 932, 490. 50 
Woeee, tooo Gucrem.. I ah DS £ d 2, 937. 15 
Woe Sxtitecees ll elt jloscaswsieus sus uil Ais 7, 341, 607. 10 

1952 resealed loans: 
Ce i IO ee 
EE a pre a eee es Sha eee een nat dteit ee 1, 659, 182. 15 
Wheat- cite icc tearm Ole ope a gas a suite 9, 725, 336. 04 

Pulisace:1D4@ throtite: 19 hikcis sb eecusei sh eee 210, 747, 741. 11 

pO ee ee ae ae eee 666, 463, 183. 65 


Computation of amount of certificates of interest to be issued 


Estimate of June 30, 1954, loans eligible to remain in pool : Amount 
Od eee ll 
Tomeenes. £5 52 22 age cil ch dal ch toca te wést ttn se las GR Ves; WOU. 00 
Tune Olsens tes sib 2, 000, 000, 00 

ie wil hi cia i a i a eee 

Less certificates of interest outstanding Jan. 12, 1954____- cael 351, 832, 000. 00 

Balance available for isswe_.___.___________________ 125, 168, 000. 00 
Certificates of interest to be issued____...__.___--__.-______--- ~ 125, 000, 000. 00 
Certificates of interest 

on l | | Tn 

| Applications 
| 
Announcement } Date ! Commodity | Offering “ 
Rate Namber A mount 
} | ; of banks — 
— _ _ ———_ | ————— | | — - 7 
| Percent 

CHF-1 Oct. 14,1953 | Other than cotton.) $360, 000, 000 2% 2, 923 |$2, 150, 000, 000 

CHF-2 .....| Dee. 7,1953 | Cotton, 1952-53, | 450,000, 000 2% 2, 341 | 1, 204, 000, 000 

crop. 

CHF-3 Jan. 15,1954 Other than cotton 125, 000, 000 2%) 2. 289 | 1. 852. 000, 000 

CHF-4 5 do. . Cotton _. -----| 225, 000, 000 24f , : 

Total offered si<y ; __|1, 160,000, 000 
by announce- 
ment. 
Outstanding cotton ‘ 487, 000, 000 
certificates issued 
to banks which dis- | 
bursed the cotton 
loans to the farm- 
ers, Dec. 31, 1953. 
Total * ‘ 1, 647, 000, 000 
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Senator Ellender ? 

Senator ELtenper. Your statement answers specifically one of the 
questions that I was going to ask you as to the reason why it was not 
done. You say that “before the first interest certificates were issued 
the Treasury was consulted and it was agreed that you were to pay 
214 percent ¢ 

Mr. Gorvon. That is right. 

Senator Ettenper. You say that was the going rate of interest in 
the Treasury ? 

Mr. Gorpon. That is what we were paying the Treasury at the time 
the rate was determined. 

Senator EL.nenper. On short-term paper. And that is what the 
Treasury itself was paying ? 

Mr. Beacn. This is the rate [indicating chart]. 

Senator ELttenper. Answer the question. Is that correct ? 

Mr. Gorvon. That is my understanding. 

Senator ELttenper. When you made your second offer you say that 
the rate of interest offered was 214 percent. 

Mr. Gorpon. That is right. 

Senator E.ienper. Did you again consult the Treasury ? 

Mr. Gorvon. That is right. 

Senator ELtenper. What was the then going rate of interest at that 
time? 

Mr. Bracu. The rates had dropped considerably by December. 
The going rate was around 1.7 percent on Treasury 3-month bills. 

Senator ELLtenper. That being true, why did you insist, or why did 
you offer for 214, when the Treasury was offering it for 1.72 

Mr. Bracu. The rate of 1.7 percent was in the latter part of 
December. 

Senator ELLtenper. Why was it that you offered them at 214 when 
you could have gotten it through the Treasury at 1.7? 

Mr. Bracu. The Treasury actually determines ai rates at which 
these certificates are offered, Senator Ellender. 

Senator ELtenper. I know, but it is supposed to be what the Treas- 
ury is able to obtain it for. It is really a Government transaction. 
It is something in which the Treasury itself is interested. 

Under the law as I understand it they are supposed to handle the 
paper. 

Mr. Gorpon. Senator, as I understand it, what they try to do is to 
exercise the best judgment they can with respect to the interest rate 
which will accomplish the sale of these certificates of interest. They 
arrived at the conclusion that on December 7 the interest rate would 
need to be 214 percent. And in January, on January 15, they dropped 
it to214 percent, 

Senator E.tenper. What was the current rate at which the Treas- 
ury could borrow then ? 

Mr. Beacu. I do not have the rate as of January 15 here, but the 
rate has lately been about 1.2 on Treasury bills. 

Senator ELLEnper. 1.2? 

Mr. Beacu. Yes, sir. 

Senator Ex.tenper. A while ago I asked if you did not believe 
that there was competition there by an agency of Government with 


the Treasury, which would have the effect. of increasing the going 
rate of the Treasury. 
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Mr. Gorpon. I would assume that Treasury has considered that 
problem and has discounted it for the simple reason that they ap- 
proached us on this program and asked our cooperation on it. 

We have gone to them with every issue and sat down and dis- 
cussed very exhaustively this problem of interest rates and have fol- 
lowed their recommendations on it, 

Senator ELLENDER. Could you tell us the reason why the Treasury 
permitted you to offer this short-term paper which was guaranteed by 
the Government the same as any other Treasury paper issued, for 21 ‘ 
percent when the Treasury itself could get it at 1.7? I just cannot 
understand that. Somebody paid for that difference, and why / 

Mr. Beacn. Senator, Mr, Richards just pointed out that the rate 
which the Treasury considers is the average rate on all securities, not 
necessarily their short-term rate. 

Senator ELLENpDER. Could not the Treasury have borrowed that 
money to give to you for 1.7? 

Mr. Brac H. They could ae borrowed 90-day money, 3-month bill 
money. 

Senator ExLenper. Yours is 90-day money, isn’t it? 

Mr. Gorvon. No, sir. 

Mr. Beacn. Our certificates run until next August. 

Senator Evtenper. Do you not usually issue it on short-term to get 
the benefit of this small interest rate ? 

Mr. Gorvon. No. I think these have a definite maturity date of 
August 2. 

Senator ELLENDER. When you deal with those banks, those banks 
know in advance that they can get the money any time they desire, 
so that the rate that they receive is a going interest rate that the 
Treasury pays. 

Mr. Beacu. It is a demand obligation. 

Senator Extenper. Why was that not continued so that we could 
have the benefit of this lower interest rate ? 

Mr. Gorvon. As I stated in my opening paragraph, the reason they 
gave was that they wanted to keep within the statutory debt limit. 

Senator ANpERsoN. Would you read that opening paragraph again ¢ 

Mr. Gorvon. In June of last year representatives of the Treasury 
Department advised us that they probably would be hard-pressed to 
keep within the statutory debt limit and they requested that we at- 
tempt to obtain a greaer investment of funds in CCC programs by 

ate banks in order to reduce commodity credit’s use of Treasury 
ee to a minimum. 

Senator Exnienver. That was the answer that I expected of you 
and I asked you the question again for the record. 

Have you any record of how much more that will cost the Com- 
modity Credit Corporation in its financing of these commodities / 

Mr. Beacu. Senator, it will not cost the Commodity Credit Corpo- 
ration any more. We pay approximately the same rate on certificates 
as we pay the Treasury. 

Senator Ettenper. If you were able to obtain that money at the 1.7 

rate rather than 2.25, you do not have to be a great mathematician to 
note that it would cost much less. 

Mr. Gorpvon. We could not. 

Senator Wix1ams. Will the Senator yield? 
Senator ELLenper. Surely. 
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The Cuarrman. Senator Williams? 

Senator Wiiu1aMs. I would like to ask a question along the lines of 
Senator Ellender’s inquiry. I think that you are not quite answering 
his question. As I understand it, the first loans that you did put out 
under this new program were financed at the same rate that the Treas- 
ury Department financed simiiar obligations. 

Mr. Gomi: The same rate as we were paying Treasury. 

Senator Wit11amMs. And the same rate that Treasury was paying 
for similar bills. But the second loan you financed you paid one-half 
percent more than the Treasury Department paid. 

Mr. Gorvon. That does not necessarily follow. 

Senator Wizx1amMs. That is what you said. 

Mr. Gorpon. What we said here is what Treasury was getting its 
short-term paper for. But we have no way to relate that to what 
they would require us to pay them because we have to pay on the basis 
of average costs. 

Senator Wiu1aMs. To go back to the point when you made your 
first loan, the price which you paid for the certificates in the open mar- 
ket was, as I understood you to say, was the same as the Treasury was 
paying for similar certificates. 

Is that correct? 

Mr. Breacu. It is approximately correct. The average rate on 3- 
months paper paid by the Treasury reached a high of nearly 214 
percent early in June 1953. 

Senator Wiiu1aMs. The point Senator Ellender is making and the 
point I would like to have clarified is if, when you put your first loan 
out in the open market, you could borrow on the same basis as Treas- 
ury was borrowing. If you put the second loan out and had to pay 
a half percent more than the Treasury paid, are you going to pay 1 
percent more the next time? 

What has happened to the Commodity Credit Corporation’s credit 
that you had to pay more the second time than you did the first ? 

Mr. Gorvon. You notice we reduced the rate of interest each time. 

Senator Witi1AMs. But not as much as interest rates in general were 
reduced ? 

Mr. Gorpon. We reduced it in consultation with Treasury and 
Treasury has indicated to us I am sure the rate of interest which 
they think is necessary in order to be sure that these certificates are 
sold. They have a greater interest in this than we have. It is a lot 
simpler to us to go ahead and say to Treasury “We want so much 
money.” 

Senator Anprrson. How much spread was there the last time? 

Mr. Gorvon. We cannot tell exactly, Senator, because here we have 
only what the short-term notes sold for. 

Senator Anperson. You sold them at about 214? 

Mr. Gorpvon. Yes, sir. 

Senator ANnprerson. And the Treasury at that time was getting 
money for about 114? 

Mr. Beacu. Early in January they were down to 114. 

Senator Anperson. That is a full 1 percent. 

Senator Wii11ams. And a month before that they were issued at 
the same basis as Treasury. 
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Senator Anperson. The second issue brought a half percent more 
than the Treasury and the next time a full 1 percent. 

Senator Wuuiams. And I am wondering where we are heading. 
What will the next differential be? 

The Cramman. Was it believed that the Treasury could borrow 
at a lower rate than the Commodity Credit Corporation could ¢ 

Senator Anperson. They are both exactly alike. 

The Cuairman. If the Treasury could not borrow and lend to the 
Commodity Credit Corporation anyway because of the debt ceiling, 
didn’t they recommend (¢ ‘ommodity Credit pay such a rate as would 
enable them to get the money 4 

Mr. Gorvon. I think it is rather dangerous, Mr. Chairman, for us 
to attempt to say at what rate Treasury could have gotten money at 
that time, and to try to reason out why they are encouraging us to sell 
these certificates of interest at a specific rate of interest. I think it 
would be much safer to ask them to make the explanation. 

Senator Witi1ams. I would agree with you fully on that statement 
except for one thing: You have projected yourself into the money 
market. Having projected yourself into the money market, you should 
become an expert so you could tell us something about it. 

You are borrowing $134 billion in the open market and are asking 
us to give you authority to borrow another billion and a quarter. 
That is big-time financing. And if you do not know anything about 
the money market you should turn the job back to the T reasury where 
it belongs. 

Senator ELLenper. And that is in competition with the Treasury 
itself ? 

Senator WituiAMs. That is right. You are the ones who took it out 
of the Treasury Department. 

The Cuatrman. Has this method of financing been practiced with 
respect to cotton in the last 12 years ? 

Mr. Gorvon. Yes, sir. 

The Cratmman. Has there been a variation in the Treasury rate 
over this period of time or not? 

Mr. Gorvon. I could not say. 

Senator JonNnston. Isn’t it true they connected you up with the 
Treasury Department in order for you to borrow money at a cheaper 
rate ¢ 

Mr. Gorvon. You mean initially? 

Mr. Breacu. No; that is not correct. Our rates on certificates are 
approximately the same as we would have to pay the Treasury if we 
borrowed directly from them. 

Senator Jonnston. It does say to the buyer that we can go to the 
Treasury now and we will not have to be held up. It does do that, 
does it not ? 

The Cuatrman. Mr. Beach, has the rate paid by the C ommodity 
Credit in the financing of cotton been the same as the rate paid 

Mr. Beacu. Approximately the same rate we paid the Treasury 
for borrowings. : 

The Cuarrman. This variation of rates then is something new ? 

Mr. Breacn. No. The variation of rates here relates the rate on 
certificates to the rate we would have to pay the Treasury. The dis- 


42788—54——-4 








22 BORROWING POWER OF THE COMMODITY CREDIT CORPORATION 


tinction Senator Williams is making is between the rate at which the 
Treasury can issue securities versus the rate at which we are selling 
certificates. 

The point I think that he missed is the fact that the Treasury is 
making a determination in both spots, both what they will sell at 
and what rate we will sell at. 

The Carman. In respect to cotton, has the Treasury in the past 
set a different rate that the C ommodity Credit should pay than what 
the Treasury itself paid? 

Mr. Bracn. No, sir; except in this sense: Our rate on borrowings 
from the Treasury, that is where we borrow cash from the Treasury 
for operation, is based on the average cost of money to the Treasury. 
They set a rate to us. Then we set the same rate on certificates of 
interest in cotton paper. 

So they are definitely related. 

The CHarrman. Has there been a change of policy this year in that 
respect ? 

Mr. Beacu. I do not think so. 

Senator Anperson. You said a moment ago they are definitely re- 
lated. Aren’t they identical? Have they not always been identical 
on cotton from 1941 on? 

Mr. Beacu. You mean with the Treasury rate? 

Senator ANDERSON. Yes. 

Mr. Beacu. Yes. 

Senator AnpErsoN. Then why do you say they are related? They 
are identical. 

Mr. Beacu. What I said was that they are related to the cost of 
money obtained by the Treasury in the market. 

Senator Anperson. They are identical with the cost of money. 

Mr. Beacu. That rate is determined ordinarily at the beginning of 
the year. Ordinarily it has not been changed much during the year 
although there has been fluctuation during the year in the cost of 
money ‘to the Tre: usury. 

Our rate with the Treasury has been changed 2 or 3 times this year 
so far. 

Senator Wiu1aMs. To what extent have you used this method of 
financing in each of the years since 1941 ? 

Mr. Beacu. I could get that information for you. I do not have 


it with me. 
Senator Wiiu1aMs. Will you supply it for the record at this point ? 
Mr. Beacu. That is on cotton up to this year ? 
Senator Witx1aMs. Give us the complete history of your past record 
of having used this method of financing. 
Mr. Beacu. All right, sir. 
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ae 


(The information requested is as follows :) 


Statement of certificate of interest financing, fiscal year 1954 and prior 


CERTIFICATES ISSUED PURSUANT TO CONTRACTS (COTTON LOAN PROGRAM) 


Certificates outstanding | 


Crop year Interest rate 
Date Amount 
Millions Percent 
1941 June 30,1942 $52.62 | 1%. 
1941 and 1942! __ June 30, 1943 178.43 | 14 and 1 
1942 and 1943 } June 30, 1944 209.97 | land 1 
1943 and 1944! June 30, 1945 181.41 | 1’%and 1. 
1945 June 30,1946 6.17 | 13 
1946 June 30,1947 1.08 | 1 
1947 June 30, 1948 3.71) 1 
1948 June 30, 1949 178.43 | 1 
1949 June 30, 1950 92. 83 
1950 June 30,1951 27 | 1 
1951 June 30,1952 Muar tT) 
1952 2 June 30, 1953 
1953 Dee. 31,19 487.00 | 2 
CERTIFICATES ISSUED PURSUANT TO ANNOUNCEMENTS 
Date of announcement Date of issue — ut nn t | Co ot ar 
Million Percent 
Oct. 14, 1953 Oct. 28,1953 $360 2\4, Gr 
Dec. 7, 1953 Dee. 17, 1953 450 24%| C 
Jan. 15, 1954 Feb. 2, 1954 125 2, Gr 
Jan. 15, 1954 Feb 2, 1954 225 2%) C n 


Loan maturity dates on the 1941, 1942, and 1943 cotton crops were extended and lending agencies holding 
certificates through such maturity dates were permitted to continue their investment anc, therefore, receive 
interest at the rate of 1 percent per annum from the applicable Aug. 1, to date of purchase of the certificate 
by CCC. 


2 In 1952 lending agencies were required to hold the producer cotton notes at the place of disbursement 
and certificates were not issued. Certificates were again issued in 1953 and after the maturity date on 1952 
crop cotton loans was extended to July 31, 1954, banks were offered the opportunity to purchase certificates 
evidencing participation in 1952 cotton loans still outstanding. 


Senator Tuyr. I regret that I was not here at the outset so I did 
not have the full benefit of the statement. The question is simply this: 
That you are operating according to the Treasury’s recommendation 
to you and the Treasury has given you what the interest rate on these 
certificates is to be in each of the issues. 

Mr. Gorvon. That is right. 

Senator Ture. Consequently, what you have issued has been in 
accordance with what the Treasury Department recommended to you ? 

Mr. Gorpon. That is right. 

Senator Tuyr. And they have supervised you in every function ? 
They know exactly the issuance and what the interest has been on 
each of the issues. That is the manner in which you have functioned ? 

Mr. Gorpon. That is true. I think we should not conclude, just 
because Treasury is getting it at 1.7 or 1.2, that that is the rate which 
they will require us to pay them. 
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Senator Tuy. I am not as concerned with that phase of it as I am 
to get this into the record that you have oper rated specifically at +e 
Treas sury’s recommendation, and if there is any criticism of it, it is 
the Treasury’s recommendation to you and what they suggested th at 
you allow as an interest rate on the certificates. 

Mr. Gorpon. I can say that we have cooperated to the fullest extent 
with Treasury and we have been guided all the way through by their 
recommendations. 

Senator Tuye. These are certificates on commodities that you are 
responsible for. The commodities that are given as collateral by the 
producer, and which the producer is obligated for, and held by the 
local banks. There again the Treasury Department determines the 
amount of interest that the local banker can charge on the note which 
the producer signed when he received a commodity loan. 

Mr. Gorpon. The rate to the producer is set by the Board of Di- 
rectors of the Commodity Credit Corporation. 

Senator Tuyr. What influence does the Treasury have upon your 
decision as the Board of the Commodity Credit Corporation to deter- 
mine what interest rate is going to be charged the producer who signs 
up and goes to the bank and signs the note for the money that the 
local bank advances him, whether it is on wheat or corn or whether it 
is on any of the other commodities ? 

Mr. Gorpon. That is determined by the cost of money from Treas- 
ury. 

In other words, as the rate from Treasury goes up then the rate to the 
farmer goes up. 

Senator Tuye. What did you charge the producer who got a com- 
modity loan on wheat or corn last year? 

Mr. Gorvon. We charged 4 percent on loans, and banks retained 
21% percent. That has been the historical relationship between the 
money borrowed and the cost of the producer. 

Senator Tuyr. The producers paid 4, and the banker gets the benefit 
of that 4 percent, and the Treasury was out nothing because neither 
you nor the Treasury did anything more than to handle the paper 
when the commodity loan was granted. 

Wouldn’t that be right? 

Mr. Gorvon. Do you mean that would be true on loans that were 
redeemed ? 

Senator Ture. No; on the loans made on wheat and corn in the crop 
year 1953. Some of those loans are still being made, you know, the 
corn that is going under seal, and they are processing the execution of 
these loans r ight r now in some of the Corn Belt. 

Applic ations are in and they have not yet checked all the corn 
cribs. They have not sealed all the corn cribs and they are in the 
process of making loans on 1953 corn now. 

Mr. Beacu. Yes, sir; in large volume. 

Senator THyr. When they make the loan and this man’s crib is 
qualified and represents, we will say, a thousand bushels of corn, then 
when he goes to the local bank with that paper he is paying 4 percent. 

Mr. Beacu. That is right. 

Senator Ture. Neither you nor the Treasury Department are re- 
sponsible for that corn except to execute the issuance of the papers 
because the farmer is responsible for the corn as long as it is given as a 
chattel, and if he fails to either redeem or if he wants to surrender the 
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commodity then it becomes your responsibility in the course of thi 
term of the agreement. 

Mr. Beacu. Senator Thye, we do have responsibility for seeing that 
the corn is properly kept under seal, and there are reinspections of the 
collateral made during the period of the life of the loan. 

Senator Tuyr. That is-true, but if it is going out of condition you 
notify the producer and the producer has to surrender kind and 
quality. 

Mr. Bracu. Right. 

Senator Ture. I should have said quality and quantity. 

Mr. Breacn. Yes, sir. 

Senator Extenper. When was the rate of interest increased to 4 
percent ¢ 

Mr. Beacu. That rate was increased on the 1953 crops for the first 
time. It was 31% percent in 1952. 

Senator ELLeNpeR. What year was it increased ? 

Mr. Bracu. It was effective last year. 

Senator ELLENDER. What month 4 

Mr. Beacu. I don’t remember the actual date but I think the action 
was in the spring of the year before the announcement of the 1953 
crop. 

Senator ELitenper. Of this past year ? 

Mr. Beacu. Yes, sir. 

Senator ELtenper. And prior to that time it was 314 percent / 

Mr. Bracu. Yes, sir. 

Senator Evtenper. What caused this rise of a half percent, do you 
know ¢ 

Mr. Breacu. There was a rise in the rates at which we had to bor- 
row money from the Treasury. 

Mr. Gorpon. From 2 to 21% percent. 

Senator ELLenper. That method was resorted to in order to raise 
the purchasing power of the dollar. That was the process that was 
entered into by the Administration. 

Seuator Toye. I think we are leaving a false impression here. You 
are not borrowing this money. 

Mr. Beacu. No, sir, the producer borrows from the bank. 

Senator Ture. This money is in the hands of the bank or the local 
banker and you are not taking any of this money out of the local 
treasury. 

Mr. Bracu. No, but he was buying—— 

Senator Torr. Who? 

Mr. Beacu. The banker could buy treasury securities and get a 
greater yield than he could the previous year. 

Senator Tye. You mean the local banker? 

Mr. Beacnu. Yes, sir. In order to make it attractive for him to 
carry the Commodity Credit Corporation loans the rate that he ob- 
tained had to be sufficient and attractive enough to enable him to go 
ahead and make the loan. 

The rate is also comparable to the rate that we pay the Treasury for 
the same reason. In other words, cost of money to the Treasury. 
They have a distinct and definite relationship. 

The Carman. Is the Chair correct in assuming that there are 
quite a few more questions to be asked? Is there likely to be con- 
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siderably more discussion on this matter? Apparently that is a cor- 
rect assumption. 

I am going to ask the clerk to see if we can get permission to sit 
this afternoon because apparently we have something of a deadline 
here. We have to take action on this matter before very !ong. 

Senator Holland ? 

Senator Hottanp. I was impressed with the fact that the figures 
as to the present commitment of the Commodity Credit Corporation 
are not down to date, and that the best they could do was to estimate 
what the situation is right now and it is perilously close, as I got the 
testimony, to the borrowi ing capacity of the Commodity Credit Cor- 
poration. I wonder if the witness can give us more definite informa- 
tion on that. If it is as close as that testimony indicated we have not 
got very much time to work on this. 

The CHarrman. As the Chair understood the testimony of Mr. 
Beach in this hearing we are down to a few million dollars. 

Mr. Gorpon. $16 million. 

The Cuatrman. That could be used up in 3 or 4 days’ time. 

Mr. Beacu. I think I had better explain those figures. 

The CuatrMan. Mr. Beach? 

Mr. Beacu. As you know we have price support programs in ap- 
proximately 3,000 counties in the country. Those counties approve 
the loans that are made before they are actually made by the local 
banks or by the CCC directly as the case may be. 

The only way we can tell where we stand specifically as of a date 
is to have the reports brought together from all those counties at one 
time in the financial statements of the C orporation. That is done at 
the end of each month. The latest monthly figure we have is Novem- 
ber 30. That showed a figure of $5.7 billion of obligations against the 
borrowing authority. 

On the face of the fact that the November figures indicated that our 
estimates ran about $400 million behind what they actually turned out 
to be 

Senator Anpgerson. What is the borrowing authority of $5.7 billion ? 

Mr. Breacu. That was the obligation as of November 30 against our 
borrowing authority. 

Senator Anperson. The borrowing authority is $6,750 million, plus 
$100 million capital stock. And I ain trying to get you down to $16 
million. You mean that the loans are $6,850 million 4 

Mr. Bracu You can ignore the capital because that is used before 
we start to consider the borrowing authority. The amount that we 
have borrowed 

Senator Anperson. I do not think you can ignore the capital. 


Mr. Beacn. You can ignore it from the standpoint of this calcula- 
lation. 


Senator Anperson. Why ? 

Mr. Beacu. Because it is not reflected in our use of funds other 
than in assets—— 

Senrtor Anperson. I realize that. If I am in business and I put 
in $16,/00 cash and I am able to borrow $10,000 more from the bank 
my total available cash is $20,000, not $10,000. 

Mr. Beacu. Yes, but in our calculation of the use of borrowing au- 
thority we assume at the outset that we have used $100 million of the 
assets. So what we have here is everything above $100 million. 
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On January 22 we made this estimate and that indicated that we had 
borrowings from the Treasury 

Senator WiniiaMs. January 22 or January 15? 

Mr. Beacu. This is an estimate made on January 22. The figures 
are of varying dates. The borrowings from the Treasury on January 
21—this is an actual figure—were $4,063 million, that is, actual bor- 
rowings from the Treasury, notes held by the United States Treasury. 

We estimated that individual loans had been approved and were 
held by lending agencies or would be held by lending agencies some 
time in January—we do not know the specific time involved—to the 
extent of $1,215 million. 

We had certificates of interest—the certificates that have been dis- 
cussed here—a known figure on January 15 of $1,451 million. That is 
on our records. 

Senator Anperson. Your borrowing authority / 

Mr. Beacu. Yes, the certificates are counted as obligations against 
our borrowing authority. 

Senator Anpberson. It does not restrain the Government’s borrow- 
ing authority. How does it restrain yours? 

Mr. Bracu. It does not become a public debt transaction until the 
public funds are advanced. It is an obligation on our part because the 
charter requires that the borrowing authority of the Corporation be 
reserved to cover all demand obligations. This is a demand obligation. 

Then we had in addition $5 million of loans on storage facilities 
outstanding which brought us to a total of $6,734 million, as near as 
we can estimate, as being the commitments or potential commitments 
in January against the borrowing authority of the Corporation. 

Senator ANnpERSoN. Have you any chart which shows the usual 
fluctuations in the borrowing of the Commodity Credit Corporation ? 

Mr. Bracnu. Yes, sir. 

Senator ANDERSON. When does it start dropping off # 

Mr. Beacu. Ordinarily February to March is our peak. I can give 
you the figures clear back to 1948 if you would like to have them. I 
would like to cite what the reasons for this situation are, basically. 

In the case of corn, of the total amount that is estimated to go _— 
price support of the 1953 crop, 15 million bushels went under by 
November 30 of this year. The highest we have ever had previous to 
that time, since the 1948 crop, was 11 percent, and in that year we 
only put 27 million bushels under loan. 

The average runs between 3 and 6 percent of the total by November 
30. 

Senator Anpgerson. Was there any change in dates on the program ? 

Mr. Beacu. No, sir. Just a change in the inclination of farmers to 
put it under loan. In the case of wheat, where the average runs any- 
where from 69 to 83 percent by Nove mber 30 we had 89 percent under 
loan by November 30. 

In the case of cotton we had 93 percent under loan by January 15. 

Senator Anperson. Of the crop? 

Mr. Beacu. No,sir; notofthecrop. Of the estimated volume to go 
under loan of the 1953 crop. Our estimates assume 614 million bales 
would go under loan. 

The proportion through November 30 was about 93 percent under 
loan, which 1s considerably higher than the usual proportion of the 
total price-support volume by that date. 
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Trade estimates now are about 7 million bales which is higher than 
our estimates. 

Senator ANpERSON. Actually cotton is going under loan faster than 
we have ever seen it go under loan. 

Mr. Beacu. That is right. That is one of the reasons for our dif- 
ficulty. Asto the actual trend in Treasury borrowings, I can give you 
any amount of figures you want on that. What did you have in mind 
in particular on that point ? 

Senator ANnpeRson. Several times we have discussed this question 
of the borrowing power of Commodity Credit. I am not trying to 
say that you do not need it. But I remember that Secretary Brannan 
testified at one time as to how much money he was going to need and 
he did not use that money for years. In fact, I do not think he used 
it at all during the time he was Secretary. 

The CHarrMan. We had the Korean situation come on. He would 
have used it. 

Senator Anperson. I agree that the cotton situation is going to 
change it and the wheat situ: ition is quite serious. 

Mr. Beacn. In that year, Senator Anderson, we went up to a peak 
of $4,381 million of total obligations in February 1950. We had 
anticipated going considerably higher than that. 

Senator AnpErson. How far did you go? 

Mr. Beacnu. $4,381 million. 

The CHatrman., We were headed for the ceiling then, if it had not 
been for the Korean outbreak. 

Mr. Beacu. The financial obligations decreased about a billion dol- 
lars within the next 11 to 12 months. 

The CHatrMAN. This seems a pretty good place to recess until 
2 o'clock. 

The committee is in recess. 

(Whereupon, at 12:25 p. m., the committee recessed, to reconvene at 
2 p.m. the same day.) 

AFTERNOON SESSION 


The Cuatrrman. The committee will come to order. 

Senator Anderson left a question to be asked of the witness. It is 
as follows: 

Is it not the policy of the Department of Agriculture always to leave 
to the Treasury Department the question of interest rates and the 
situation of the money market? For instance, when the Federal land 
bank bonds were sold, the directors of the Federal land bank have 
full authority to set the rate of interest. They always do it in con- 

junction with the Treasury and the Federal Reserve Board. The 
people in the Department of Agriculture are not experts on money 
matters and should not try to be, in my opinion. 

Senator Anderson had the impression that the Commodity Credit 
men were taking the financing and fixing of interest rates in their own 
hands. 

Would you like to elaborate on that? 

Mr. Gorvon. That is absolutely true, Mr. Chairman. I would like 
to point out also that perhaps there was a little confusion this morning 
with respect to the rate at which Treasury could borrow on short-term 
notes and the rate which they charged Commodity Credit Corporation. 

For instance, back in September the rate to the Commodity Credit 
Corporation was 21% percent. In October, when the first certificates 
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were offered, it was 2.375 and Treasury set the rate on certificates at 
21% percent. 

In December and January it had dropped to 2 percent and they, on 
those two issues, dropped the rate then to 214 and 214. 

So you see they are keeping that relationship fairly close to the 
rate which they charge Commodity Credit for Treasury money. I 
think it would be well to have in the record an indication of that, 
rather than too much stress on the 1.7 or the 1.2 rate which they may 
be currently able to get short-term money for. 

The Cuarrman. That is apparently what Senator Anderson wanted 
to have clear for the record. 

Mr. Gorpon. There was also some discussion this morning on the 
matter of producer interest rates and who gets it. I might point out 
that even back in 1933 to 1939 the interest rate to producers was 4 
percent. As the market weakened it went down and now it is back 
up to 4 percent. 

I would like to have Mr. Beach point out just who gets that 4 per- 
cent because I think that would be good to have in the record. 

The CuarrMan. Very well, will you do so, Mr. Beach? 

Mr. Bracu. The producer pays 4 percent on his loan. The bank re- 
tains 214 percent and the Commodity Credit Corporation gets 114 per- 
cent. If the producer does not redeem his loan, he pays no interest. 
On those loans the Commodity Credit Corporation pays the bank the 
interest, and the Commodity Credit Corporation gets no interest. It 
is a margin that has been constant over the years. 

Mr. Gorvon. It is a balancing process. 

Senator Ettenper. When the producer fails to pay you then take 
over the commodity ? 

Mr. Beacu. That is right; but he pays no interest. 

Senator E_ienper. I understand that. That is because you take 
over the commodity. 

Mr. Gorpon. That is right. 

Senator E.tenper. It is only when you become owner of it that the 
Joan is canceled out. 

Mr. Bracu. Right. But the bank gets its interest whether or not 
the producer pays. 

Senator Ettenper. I understand that the bank gets its interest up 
to the time that you take over. Of course, any interest in arrears, 
you mean, the Comomdity Credit Corporation would have to pay, and 
that payment is at the rate of the contract between the producer and 
the bank. 

If it is 314 or 4 percent, the bank pays the difference on it ? 

Mr. Bracu. No, sir. The contract between the Commodity Credit 
Corporation and the bank is that the bank will get 214 percent on the 
amount of those notes regardless of whether the producer pays them 
off. 

If the producer does not pay it, CCC does. 

Senator Extenper. For what period of time, as a rule, is the pro- 
ducer permitted to be in arrears in the payment of his interest ? 

Mr. Beacu. He would settle for his interest at the time he paid 
off his loan. 

Senator Evtenper. I understand that. Don’t you force him to 
settle every 2 months or 3 months? 
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Mr. Bracn. No, sir. 

Senator ELttenper. Year to year? 

Mr. Breacu. Just at the time he pays off his loans. 

Senator ELLenper. So that in the event the producer fails to pay up 
his loan or sell the commodity, then the Commodity Credit Corpora- 
tion pays that year’s interest to the bank? 

Mr. Beacu. For the number of months that they held that paper; 
yes. 

* Senator Exrtenper. The entire amount? 

Mr. Beacu. It would be at 214 percent. 

Senator ELLENpER. Two and a half to the bank and one and a half 
percent to the Treasury ? 

Mr. Beacu. The 114 percent would ordinarily have come to CCC 
but since it is not being paid CCC gets nothing. 

Senator Extenper. But isn’t that money loaned? 

Mr. Bracu. You see, the producer’s rate is 4 percent. If the loan 
is not redeemed, he does not pay any interest to anybody, so the only 
interest settlement that has to be made is between the Commodiy 
Credit Corporation and the bank. 

Senator Exrenper. Commodity Credit pays for it? 

Mr. Beacu. We borrow from the Treasury; yes, sir. 

Mr. Gorvon. The 114 percent—the difference between the 21% that 
goes to the bank and the 4 that is charged to the producer—is the his- 
torical difference which has prevailed for many, many years. 

Senator E:tenper. As I pointed out this morning, the thing that 
concerns me is to have an agency of Government competing with the 
Treasury in these short-term loans. In fact, in obtaining the interest 
rate, it is bound to cause the rate to be up. It strikes me if you dealt 
directly with the Treasury, or let the Treasury do it 

Mr. Gorpon. We did it this time. 

The Cuarrman. As I understand it, the Treasury directs your op- 
erations when you go into financing for yourself. 

Mr. Gorvon. Yes, sir; they do direct our operations and the fact 
that we had out 214 percent certificates and 214 percent certificates 
and now 214 apparently has not affected their sale of securities be- 
cause they have gone down. 

Senator Extenper. But that comes about when you go to them and 
ask for permission to offer this block at so much, and of course you 
are going to have the bank come in. 

That is what you do. 

Mr. Bracu. No, sir. 

Senator Ex:tenper. That is what you said in your statement: That 
you offered a block of $361 million, and in the beginning you said 
the rate of interest would be 214 percent. 

Of course it was oversubscribed, I think, 4 or 5 times. 

Mr. Beacu. That is right. My point in saying “No, sir,” is that 
we do not ask permission to offer a block. We arrange with the 
Treasury the rate, the timing of the offering,-and all of that. 

Mr. Gorpon. And whether they want to make the loan or whether 
they want us to pursue this route. 

Senator Exitenver. As a matter of fact, you have answered the 
question: That the reason why you thought it was best to proceed 
in that way was to assist in not going through the roof on your bor- 
rowing, your borrowing limit. 
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Mr. Gorpon. Yes, sir. 

Senator ELtenper. I will not argue further. There may be a good 
reason to raise the debt limit, so as to same interest. 

Mr. Bracu. There is another point that is involved and that is 
that it does give a broader use of private trade facilities in carrying 
out CCC operations. 

Senator ELtenpver. There is no doubt that it does that but at a 
greater cost. 

The Cuarman. I understand, Mr. Gordon, that you have been 
before the House Appropriations Committee. 

Mr. Gorvon. Yes, sir. 

The Cuamman. You asked to have the loss of capital caused in the 
1952-53 operations restored ¢ 

Mr. Gorpon. Yes, sir. 

The CuHamman. When you get that capital, it will relieve the 
urgency for taking quite so prompt action on this ies lation. 

Mr. Gorvon: Of course if it were not for that approach then the 
need for immediate action would be extremely urgent. 

The CuarrmMan. You would have to have one or the cther / 

Mr. Gorpon. We would have to have one or the other. At the 
request of the House Appropriations Committee we went there at 
10 o’clock this morning instead of coming here. We understood that 
they hope to report the bill out this afternoon providing for restora- 
tin of $741 million in capital which we hope will see us through 
until the 1st of July, at which time we would hope this bill would 
be in effect. 

The Cuatrman. On this bill, S. 2714, which if passed would be 
effective July 1, 1954, do you think it is safe to leave that date in 
there ? 

Mr. Gorpon. I am not sure that. it is. 

The Cuarmman. What is the advantage? 

Mr. Gorvon. This trend toward a very rapid increase in the number 
of loans has happened in the last month and it is beginning to cause 
us some real concern. We wonder if action should not be taken on 
this prior to July 1—in other words, as soon as possible. 

The Cuarrman. Why do you not have it take effect upon passage, 
or 30 days thereafter ? 

Mr. Gorpon. I think it would be a great deal safer from everyone’s 
standpoint if it did. 

The CHatrman. What was the idea in having it take effect on 
July 1? 

Mr. Gorvon. We did not anticipate we would be short of money 
before that time. 

The CuatrmaAn. Did you anticipate any unusually large purchases 
and loans from now on? Or have you a good share of the 
commodities ¢ 

Mr. Gorpon. No, sir; we are going to have a tremendous volume of 
dairy products. We are going to have, I think, at least a half million 
more ars of cotton that we had anticipated, which is a substantial 
amount. 

The corn and wheat loans will continue for 

Mr. Beacu. Wheat will continue until January 31, corn through 
May 31. 
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Mr. Gorpon. There is another 4-month period in which we would be 
getting in additional commodities. 

Senator Wiuu1ams. At what rate are they going under loan now? 

Mr. Beacu. The cotton loans increased from November 30—— 

Senator Wiu1Ams. Do you not have an average daily rate of what 
it is running now ? 

Mr. Beacn. Not on a daily basis; no, sir. We do have a figure 
which indicates what percentage we have in the loans to date. Cie 
was running heavy on the 1953 crop; we had 94.8 million bushels 
placed under loan by December 15. 

Senator Wiui1Ams. What have you done with your 1948 corn? 

Mr. Gorpon. I am going to come up to talk to you about it Wednes- 
day, sir. 

Senator Witut1aMs. What are you going to be able to tell us then? 

Mr. Gorvon. We are going to tell you what the situation is and ask 
you if we cannot do something about it. 

The CHarrman. We are lanning an executive session Wednesday 
morning to discuss ways util means of disposing of some commodities. 

Senator WiixraMs. Do you have a definite program ? 

Mr. Gorpon. Yes, sir. 

Senator WituraMs. A year ago I was concerned and you were very 
confident that there was no trouble at all. You took exception to 
my suggestion that there might be a prospective loss. What has 
happened since that time to change your opinion? Has something 
happened to the corn in the last few months? 

Mr. Gorpon. No. I think that the situation is this: We have taken 
into inventory now a very substantial amount of 1952 crop corn which 
was of equal quality to the 1948-49 corn. We agree with you that 
commonsense tells you that corn, which is 5 and 6 years old, is bound 
to have deteriorated to some extent, even though from the standpoint 
of appearance it may not have. 

There is bound to be a chemical deterioration there and so forth. 
Tt is just a matter of prudence to try to begin to move that corn into 
normal channels of trade: 

Senator Wiiz1ams. How much did the market advance over the 
support price in 1948? 

Mr. Gorpon. That I could not say. 

Senator Wimu1ams. It was about 75 cents a bushel; was it not? It 
was over the support price, I know. 

Mr. Gorpon. Incidentally, with respect to this—— 

Senator Witu1ams: Am I correct in that? 

Mr. Gorvon. We will check that now. 

The CuarrMan. That corn would sell today for as much as the 
Government loan on it? 

Mr. Gorvon. Yes; we would anticipate that it would bring support 
price as a minimum. 

Mr. Beacu. I have the average market price for No. 3 yellow corn 
at Chicago in the crop year 1948. It was $1.38. The average amount 
loaned per bushel was $1.39 on the same crop. 

Senator Wixu1aMs. How much storage cost per bushel do you have 
in the 4 years? 

Mr. Gorpon. That has run about 8 cents per year per bushel. 
Senator Witxi1AMs. That is about 30 cents? 

Mr. Gorpon. Yes, sir. 
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Senator WituiaMs. That is $1.70 you have in it now / 

Mr. Gorpon. Yes, sir. The loan rate in most of those counties 
would run about $1.58. 

Senator WituiaMs. The loan rate today is $1.58 4 

Mr. Gorpvon. I think that is right. 

Senator WinuiamMs. That is today. And you have about $1.70 in 
this 1948 corn. 

Mr. Gorpnon. I would judge so. 

Senator Wituiams. You think you could move that and get your 
money back ? 

Mr. Gorpon. We can get the loan rate back out of it. With the 
free corn as short as it is, I think it is inevitable that the whole market 
is going to move upward. 

Senator Witi1ams. And you are going to get the most of your money 
bac ‘k¢ 

Mr. Gorvon. I think so. 

Senator Witit1ams, Then why are you asking more money here with 
which to buy corn? If you can get your money back, why do you not 
sell the corn on hand and get $1. 709 

Mr. Gorpon. We will be putting in a new crop. 

Senator WitiiaMs, Isn’t it a fact that you will be paying $1.58 
today because the market has not been below that figure’ Isn't that 
the reason you get it under loan ? 

Mr. Gorpon. Yes, sir. 

Senator Wituiams. And if 1952 corn is at $1.58 or below in the 
current market, isn’t it also a fact that it is absurd to talk about 
getting $1.58 or the equivalent of it for 1948 corn / 

Mr. ‘Gorpon. No, sir. 

Senator Wituiams. You think you can get it ? 

Mr. Gorpon. That corn, because it is so dry and so forth, has been 
in great demand from the processors. 

Senator Witu1ams. You may beright. I will be looking for you on 
Wednesday because you are telling me something I have never known 
before. 

Mr. Gorpon. Plus the fact there is a great. demand for this corn at 
the bin sites, rather than at the terminal markets. 

Senator WixuiaMs. I am very much interested. How much reserve 
do you have? 

Do you have the November 30 report there ? 

Mr. Gorvon. We have about 180 million bushels of the 1948-49 corn. 

Senator Witu1ams. How much reserve are you carrying as a pros- 
pective loss on corn ? 

Mr. Gorvon. Incidentally we are moving a couple of million bushels. 
We have been now for months. 

The Cuarrman. Js this corn generally distributed over the country ? 

Mr. Gorpon. Yes, it is quite generally distributed. 

Mr. Bracu. Senator Williams, the total reserve for losses on corn 
inventories—and this doesn’t show 1948 corn separately—was $116,- 
500,000, as of November 30. 

Senator Witi1aMs. That is the nearest estimate as to the prospective 
loss that you will take on the corn ? 

Mr. Beacu. Yes, sir. 

Senator Wit.iams. Yet you tell us that you will get your money 
back. I just don’t understand it. 
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Mr. Beacu. In addition to that there is a reserve of $55,129,000 for 
losses on loans outstanding. 

Senator Wituiams. On one hand you tell us you are anticipating a 
loss and on the other hand you tell us that you will move the corn out 
and get your money back. 

Mr. Gorpon. Maybe we had better explain this: These reserves 
which are set up as against loss are reserves which are based on the 
best data we can get together with respect to market and all that sort 
of thing. We, of course, adjust these monthly in line with our thinking 
with respect to the situation. Whether we get our money back out of 
this corn or not is going to depend on whether the market. rises to 
above the loan level. My statement was based on the feeling that with 
the free corn supply as short as it is, there is bound to be a rise in the 
market toward that support level and possibly above the support level, 
which will give us an opportunity to feed this corn into the market and 
recover on it. 

Mr. Bracn. Of course, there is the other point, too, Mr. Gordon, 
that we don’t have under loan or in inventory a substantial part of 
the 1953 corn that will go into loan before May 31. In other words, 
we will later have a tremendous addition to the inventory. 

Senator Wittiams. The point I don’t understand is that on at least 
a couple of occasions when you have had this corn, the 1948 corn, 
in inventory, the market was up substantially above your support 
level and even the President of the United States at the time criticized 
the rapidity of the market advance and suggested we put controls on 
the price of corn to hold it down. Why didn’t you move your corn? 

Mr. Gorpon. That was prior to this past year ; wasn’t it # 

Senator Witt1ams. Yes. But you were with him then; weren’t you? 

Mr. Gorpon. No, sir. 

Senator Witui1ams. Do you have someone down there who was with 
them? Have you changed the whole staff? I hope you have but I 
doubt it. 

Mr. Gorpon. We haven’t changed the whole staff by any means. 

Senator Wiuutams. I wish you would bring down some of those 
who were with them then. 

Mr. Gorpon. You had them that day. 

Senator Wittiams. Yes, and they told me they haven’t lost any 
money, but then you ask for more money to replace losses. I have 
been unable to understand you. Somebody made the decision to keep 
this corn off the market, which created an artificial shortage. I agree 
fully with the Department of Agriculture’s statement that there was 
a technical corner in the corn market at that time, but I think you 
fellows were responsible for it. 

I think that the market was cornered and that Government had it 
cornered. I would like to know who made that decision. 

Senator E.ttenper. I have a faint recollection that the past admin- 
istrators of the Commodity Credit Corporation were severely criti- 
cized for not disposing of this old corn. I am wondering why it is 
that the newcomers didn’t see fit to dispose of it. There must be 
some problems attached. 

Senator Wi1aMs. The market hasn’t been up since the new admin- 
istration has been in. I am not excusing them any. The market 
hasn’t been up where you could have sold it in the past 12 months. 
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Mr. Gorpon. I can give you two reasons why we have been unable 
to act. One is that if we had fed an unus sually large amount of this 
corn on the market, we would break the market rather substanti: lly. 
We experimented with it, between 1 and 2 million bushels, until we 
finally found that we could move 114 to 2 million bushels of this corn 
which is deteriorating or in danger of deterioration without affecting 
the market. 

We put it, of course, on the terminal markets on the basis of the 

market price. We could not sell at bin sites any corn which we could 
not point to as deteriorating at less than 105 percent less ordinary 
normal carrying charges, reasonable carrying charges. So those two 
things have kept us from taking any more positive action. 

In other words, the price level was quite a bit below the 105 percent. 

Senator Writs. I think you are right on that—I agree with 
you—for the last few months, but that situation will still be true this 
year. 

Mr. Gorvon. In 1947, 1948, 1949, along in that period, there was a 
time when it could have been sold for as high as $2.44 a bushel, but 
CCC had no inventory of significance until e: arly in 1950, 

Senator Witi1aMs. And at that time the administration was asking 
for, yes, even advocating, controls over the price of corn to hold the 
market down. They were complaining about the unscrupulous 
speculators withholding corn from the market when it should have 
been put on the market, und now we find that they were the worst 
violators. I would like to know who in your Department made the 
decision and if any of them are still on the payroll. 

Mr. Gorpon. I assume that that determination would be made by 
the Board of Directors of the Commodity Credit Corporation, and 
not at the working level. 

Senator Wriuiams. Has there been a 100-percent replacement in 
the Board of Directors ? 

Mr. Gorpon. Yes, sir; except for one member. 

Senator Witt1ams. Where did the others go? Are any of them 
left ? 

Mr. Gorvon. The Board of Directors of the CCC was made up 
prior to this administration very largely of PMA employees. 

Senator WitraMs. Are they still on the payroll ? 

Mr. Gorvon. Some of the employees are. 

Senator Wiiitams. I would like to have a list of every member of 
the Board of Directors who is still on the payroll, who took part in 
that decision. 

Mr. Gorvon. We would be glad to get that information for you. 

Senator Wit1ams. And I would like to have you bring them in 
or ask them what was behind that decision. I think it is important 
that we know. 

Mr. Gorvon. I don’t think there is anybody in PMA now or in the 
Commodity Stabilization Service now who was on the Board of 
eee prior to January 20. I am quite sure there isn’t because it 

ras made up at that time of your deputy administartor and the very 
eo group which i is gone. 

The makeup of the Board at the present time is the Secretary, of 
course, the Under Secretary, the three Assistant Secretaries, O. V. 
Wells, who is Administrator of the Agricultural Marketing Service, 
and myself. 
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Oris Wells was on 1 year prior to this. 

Senator WitiiaMs. Will you get a list of the old members of the 
Board and check to see if they still are there? If they are, I would 
like to have some of them in here to explain this. 

Mr. Gorpon. They are not on the Board now. 

Senator WiiuiaMs. If they are in some other policy positions, I 
would like to have it here. 

With the exception of Mr. O. V. Wells, who became a member of 
the Board of Directors of the CCC on November 5, 1951, and who is 
now Administrator of the Agricultural Marketing Service, none of 
the members of the Board prior to January 20, 1953, are now employed 
by the Department. 

The CuHatrMan. In all fairness, Senator Williams, I think we 
ought to call attention to the fact that several members of this com- 
mittee were highly critical of the disposition of corn as fast as they 
were doing it a year ago, with the feeling that it was depressing the 
market. 

Senator Wiiiiams. I just stated that during the recent months 
there has been no opportunity, and I think that Mr. Gordon is correct 
that perhaps since he has been there there has been no real opportunity 
to dispose of it in any major quantities. But on two occasions, just 
in 1949 and then when the Korean war broke out, corn did move up 
rapidly when it could have been moved at a profit and not only would 
it have made a profit for the Commodity Credit Corporation, but it 
could have gotten rid of the corn, and it would have helped the industry 
because there was a shortage of corn. 

Mr. Gorpon. In the period 1947 to 1948 when the prices were so high 
there was no inventory at all. When we get down into 1950, there was 
a period from June 1950, to June of the next year, maybe into Septem- 
ber to December, when it would have been possible to make some move- 
ment of corn, because there were inventories available. 

I would assume there were policy reasons why it was done. 

Senator Wiiu1aMs. I am sure there were, but I want to know what 
the policy reasons were. There must be some record somewhere. I 
know there was enough said about it in Congress so that somebody sat 
down and made a decision, and maybe one with which we will agree. 
I would like to see it. 

The CHatrmMan. Senator Ellender? 

Senator Exxennver. I also recall there was quite a lot of criticism 
about the fact that the inventories weren’t properly kept to show what 
was on hand, to show actual losses. Have you been able to set up 
records to reconcile them ? 

Mr. Gorpon. Yes, sir. We have done a great deal of work during 
the past year on that. I think we have made some very substantial 
progress in that direction. 

Senator Exvtenper. Are you able to tell us what you have found? 
Have you found any discrepancies worth mentioning? 

Mr. Gorpon. I would like, at some time convenient to the committee, 
to bring Mr. Somers up. He is the controller of the CCC and responsi- 
ble for the inventory controls, and let him outline the basic principles 
of what we are doing now and what he may have found out. I think 
the committee would be interested in an hour or so of discussion of 
that sometime. 
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Senator ELtenper. Are you asking for a cancellation of any of the 
moneys that you owe by way of losses ? 

Mr. Gorpon. Yes, sir. 

Senator ELtenper. What does that amount to? 

Mr. Gorvon. $741 million. 

Senator ELtenper. Can you tell us what that reflects‘ Is there a 
charge to inventory 4 

Mr. Gorvon. The International Wheat Agreement accounts for 
$129 million. There is an item in there for a loan to the Secretary for 
hoof-and-mouth disease for approximately $2 million, and the balance 
of $609 million represents the appre — by the Treasury Department 
as to what the deficit was as of June 30, 1953. 

Senator ELLenper. You mean if they sold it. 

The Cuamman. Depreciation of value ? 

Mr. Gorvon. Largely a depreciation of value. 

Senator ELienper. It is not an actual loss? 

Mr. Gorvon, It is not all an actual loss. 

Senator Etitenper. You have the goods on hand and it is an ap 
praisal of what the losses would be if you were to dispose of them at the 
then market value ? 

Mr. Beacn. The law requires that the appraisal be made on the 
basis of the average market price in June, or cost, whichever is lower. 


Senator Extenper. In this sum, of course, I presume is included 
the accumulated storage ? 


Mr. Breacn. Yes, sir. 

Senator Eiienper. Thc 
all the commodities ¢ 

Mr. Gorpon. Yes, sir. 

Mr. Breacu. The major part of that deficit is estimated losses. 

Senator ELLenper. I don’t know whether I should ask this question 
now or not, Mr. Chairman, but sometime ago I wrote to the Department 
to send us a statement as to the collections, if any, that were made as 
against the grain that was embezzled some time ago. As I recall, dur 
ing our hearings on Commodity Credit Corporation there was a loss 
fixed at $6 or $8 million, whatever it was. 

Mr. Gorvon. As I remember, it was around $5 million. 

Senator Ertenper. And that we were going to be furnished each 
vear with a statement indicating how much, if any 
actually recovered. 


interest charges and handling charges « 


y, of this loss was 
Up to now I have not received a report on that 
and the time is past for you to make that statement. 

Mr. Gorvon. We will get busy and make a report on th: 2 

Senator Extenper. I wish you would. Under an order from this 
committee you are supposed to do it every year. 

The CHarrman. Someone made the statement the other d: ay, Mr. 
Gordon, on that by the 1st of May the storage charges on Government 
commodities would amount to close to a million dollars a di ay. Isthat 
reasonably accurate estimate / 

Mr. Gorpon. No, sir. Our present costs are running about $14 mil- 
lion a month, which is a little under half a million dollars a day. 
That is $168 million a year. That was in anticipation of a greatly 
increased inventory. Some is in loans, a large part of which will be 


taken over. When that time comes we will have perhaps as much as 
$1 million a day. 
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The Cuarrman. How much are you spending for the purchase of 
dairy products each day? 

Mr. Beacu. From November 30 to January 19 we spent $40 million. 
That would have been 31 plus 19 days, or about 50 days. 

The Cuamman. That is December 31, to when? 

Mr. Bracu. From November 30 to January 19 we spent $40 million. 

The Cuarrman. Not quite a million dollars a day. 

Mr. Bracu. It is on an upward trend. 

Mr. Gorpvon. The Secretary testified that by the first of January 
$14 million were spent on butter. You have cheese in addition to 
that. 

The Cuatrman. Running something like a million dollars a day, 
and not selling any of it at this time of the year. 

Senator ELLenper. I was informed some time ago that in some areas 
some of the farmers found it more profitable to take the milk and 
convert it to cheese and butter. They are converting more of it to 
cheese and butter. Do you find that? 

Mr. Gorpon. Yes, sir. There are situation under which it is more 
profitable to convert to butter and cheese than to sell as whole milk. 

Senator ELtenper. They are in effect dumping it on Uncle Sam’s 
lap. That is happening; isn’t it? 

Mr. Gorpon. Yes, sir. We are doing this: We are getting a weekly 
report from this time on, a weekly telegraphic report, so that we can 
keep up with this trend to see whether it continues at this greatly 
accelerated rate. 

Senator WituiaMs. You said this morning that you had about $16 
million left, which had not been used as of a certain date. 

Mr. Gorvon. Yes, sir. 

Senator Wiru1aMs. As of what date? 

Mr. Breacu. As I explained this morning, that is a composite figure 
made up of 2 or 3 different dates. We used the actual borrowings 
from the Treasury as of January 21. We also used the amount of 
loans that had been approved by the county offices through January 
15. Then we had our certificate figures on an actual basis as of Janu- 
ary 15 which would have been about the same on January 21. We 
had loans held by lending agencies based in effect on loans approved 
as of January 15. 

Senator Wiiu1aMs. So you may be through it now? 

Mr. Beacu. Yes, sir. On the other hand, we may not. We don’t 
know the time lag between the approval of loans and the actual dis- 
bursement by the ‘lending agencies. 

Senator Wiuiams. Would you have any objections, instead of the 
authority to cancel these notes, some $700 million, to having Congress 
just change its policy to a straight appropriation basis? 

Mr. Gorpon. No, it is immaterial to us. 

Senator Witi1ams. Which would you recommend? 

Mr. Gorvon. I think as far as we are concerned we would prefer 
to see the straight appropriation. 

Senator Witi1aMs. It would put a clearer picture before the people 
of what a program costs, and you could come before the Appropria- 
tions Committee to justify the costs. 

Mr. Gorvon. We have no desire to cover that up. That certainly 
would present a clear picture. 
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Senator ELLENpeR. It is possible to cover up under your present 
method ? 

Mr. Gorpon. No, but it is not clearly understood. 

Senator Wittiams. We have confusion within the committee as to 
what the programs cost. If we have a direct appropriation we could 
tie it to the various appropriations. It would be listed and we would 
have a more accurate record. 

Senator E.LLenper. What effect would that have in getting the 
funds? 

Mr. Beacu. The effect would be the same. 

Senator WiiiiaMs. It wouldn’t change the effect of getting funds 
and it would represent no savings. It is just a change in the book- 
keeping system of a direct appropriation instead of a cancellation. 

Mr. Gorvon. We think that is up to Congress and the Treasury 
Department rather than to us. It is immaterial to us. 

Senator Exutenper. In order to cancel out you must come to Con- 
gress. 

Mr. Gorpnon. Oh, yes. 

Senator ELLenpDeR. The other way, as suggested by Senator Wil- 
liams, you would have to come to Congress in the same way. It would 
be possible in either case, though, to ventilate the whole subject- 
matter and find out the facts. 

Mr. Gorvon. That was done in the Appropriations Committee this 
morning. A very clear statement was written into the record. 

Senator WiiuiAMs. Senator Holland, do you have some _ vant 
We are about to conclude. May I ask first: Have you arrived at any 
decision on what you are going to do with dairy products next year 

Mr. Gorvon. No, sir. That will come before the board of directors 
some time between now and March 31, but we have had no real die- 
cussion. 

Senator WitirAMs. It would make a difference as to the amount 
of money that you needed; wouldn’t it ? 

Mr. Gorvon. It would make some difference, yes. I am afraid, 
however, it wouldn't make enough difference to figure \ very heavily in 
this matter. 

Senator Witt1ams. What proportion of your investment is in com 
modities upon which the support is discretionary with the Secretary 
Mr. Gorpon. The bulk of the investment is in corn, wheat, and cot 
ton which are mandatory, and the minor amount is in the dairy prod- 

ucts which is discretionary. 

Senator Witi1aMs. There are others that are discretionary, such as 
grass seeds ¢ 

Mr. Gorpon. We are not now supporting grass seeds at all. We 
have discontinued supports on them. Cottonseed we have cut to 75 
percent, flaxseed is now 70 percent—it was 80 last vear. There are a 
number of other minor items. I have mentioned the principal ones, 
the ones that call for the major amount of funds. 

Senator Hoti.anp. Some are mandatory and yet discretionary as to 
the exact amount ¢ 

Mr. Gorvon. Excuse me a minute. Could I get this figure? $4,200 
million for the mandatories as against $5,248 million total as of No- 
vember 30; four-fifths of the total in the basics. 

Senator HoLianp. Some are mandatory, but leave discretion to the 
Secretary as to the amount. 
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Mr. Gorpon. That is right. Tung oil and honey are two of those. 
Dairy products and wool are two more. 

Senator Hotitanp. Have you those figured in the $4.2 billion ¢ 

Mr. Gorpon. No. They would be in the billion group. 

Mr. Beacu. As of November 30 the investment in the discretionary 
mandatory, that is, the designated nonbasics, was $467 million. 

Senator Hotitanp. Then about all but a half billion dollars are in 
the mandatory group ? 

Mr. Gorpvon. That is right. A total of $584 million was invested 
in the nonmandatory group. 

Senator Horianp. I notice your last sentence in your prepared 
statement to the effect that “Unless the proposal for setting aside re- 
serves of $214 billion of commodities made in the new farm program 
submitted to Congress an January 11, 1954, is approved, and unless 
separate provision is made for financing this reserve, it will likely be 
necessary to request a further increase in borrowing authority in order 
to sup port the 1955 ¢ rop prices.” 

This means, doesn’t it, that unless two things hap cote n, that is, the 
passage of a new farm program incorporating this $214 billion reserve 
and, second, that a separate provision be made for financing that $21, 

billion, unless both of those things happen you expect to ask for 
further increase after the completion of financing this year’s business ¢ 

Mr. Gorvon. We fear that it will be necessary. The only relief 
that the $214 billion would give would be in case it were transferred 
to a strategic stockpile and Commodity Credit Corporation reim- 
bursed. Otherwise it wouldn’t help at all. 

Senator Hottanp. You remember, do you not, that the Secretary 

1 his testimony made it very meats that he was not recommending 
sett ng aside of the reserve of $214 billion except as a feature of a 
new program in which flexible rs saad than high level fixed supports 
should be the key provision. 

Mr. Gorvon. That is right. 

Senator Wiiuiams. Mr. Gordon, this has perhaps nothing to do 
with the question before us here, but 1 am not quite sure that I under- 
stand what they mean by setting aside the $214 billion in commodities. 
Does that mean that they will be set aside from a bookkeeping stand- 
point only ? 

Mr. Gorpon. I would hope not, because I don’t think you would 
accomplish anything in the world by that. I would hope that if they 
are going to do something of that kind that they would actually be 
physically removed from the Commodity Credit inventory and trans- 
ferred to some other governmental agency, presumably whoever might 
be handling the strategic stockpiles, and Commodity Credit com- 
pletely reimbursed for it so it can have no connection. 

Otherwise I see no chance of insulating those supplies from the 
market. 

Senator WiiitaMs. If that is done as you have outlined and set 
aside completely, and assuming that Congress adopts the President’s 
recommended farm program of so-called flexible supports, what effect 
would this set-aside on these commodities have on the effective date 
of the lowermg of the support price? We will take as a specific 
example wheat, corn, and others, 

In other words, what would be the difference in the effect of a sup- 
port price if Congress adopts the President’s recommendations with- 
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out the set-aside or with the set-aside ? 
angle only. 

Mr. Gorvon. As the President very clearly stated his message, 
unless there is this set-aside of strategic reserves it would be impossible 
to start out immediately with the flexible support program becat 
the carryover which has to be figured into your comput ition would 
be so heavy that there simply wouldn't be any flex there. The program 
wouldn’t have enough to work with on the basis outlined. 

Senator Wintrams. So that I and others can understand it, let’ 
take some commodities—wheat, corn, and cotton. Mathematically, 
how would it work, with and without the set-aside? What would b 
the support price under present-day circumstances of those three 
commodities in the year 1955 with or without that provision being 
adopted ¢ 

Mr. Gorvon. We haven't the computation on that. I am quite sure 
what would happen is this: With the tremendous carryover we have, 
your supports would be the minimum provided under the flexible 
support. 

Senator WititAMs. In other words 

Mr. Gorvon. It very likely would. 

Senator Wituiams. Under the law, if I remember, they cancel 
five points a year. 

Mr. Ricnarps. I don’t know. Corn is not included in the strategic 
reserve. 

Senator WittiAms. They could go to 75, then. 

Senator Tuyr. Mr. Chairman, I don’t believe I understood the 
question that you were raising. 

Senator WiiiiaMs. The question is, under the President's proposs! 
it recommends a set-aside of $214 billion in commodities. I just asked 
him to reduce that to a dollars-and-cents support price, prospective 
support price, as to what it would be if we adopted the President’s 
program without the $214 billion being set aside and what it would 
be if we adopted it. 

Senator Ture. You mean if we adopted the flexibile price support, 
the entire proposal that was in the President’s message ? 

Senator WittiamMs. Without $214 billion, and what would the sup- 
port price be with it? I asked him to reduce that to dollars and cents 
with wheat, corn, and cotton. 

Mr. Gorvon. We can get that for you. Presumably the theory in 
back of the President’s recommendation is this: that the $214 bil- 
lion set-aside would allow for a more orderly reduction in the level of 
seppors than would occur otherwise. In other words, it would be at 
the basis of not over 5 percent a year. 

Senator Wiu1aMs. I understood that and I am not in disagreement 
with it necessarily. Don’t get me wrong in that. I am trying to get 
the answer in a dollars-and-cents figure, the effect it would have with 
or without the set-aside. I would like to have you project that for the 
next 5 years. 

Mr. Gorvon. We will get that. 

Mr. Ricwarps. We are working on a proposed bill to implement 
the President’s message. ‘Those proposals will be before you. I don’t 
know, if you wouldn’t mind, we would like to wait until we get it 
cleared up. 
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Senator WiiuraMs. I saw the other day a little hint that perhaps 
it would have the effect of projecting the 90 percent for an extra year 
or two under the formula. 

Mr. Gorpon. You mean the set-aside would ? 

Senator Wiiuiams. Yes. And project the effective date of the 
flexibility of the formula. I wonder if it would. 

Mr. Gorvon. We will get that information. 

Senator Wriiiiams. If it were figured in mathematically—you 
would have to take it on the assumption of the present-day positions— 
we could understand it better. 

(The information requested follows :) 


The minimum level of price support for the 1955 wheat crop would be 75 
percent of parity—the bottom of the 75 to 90 percent flexible range provided in 
section 101 of the Agricultural Act of 1949, as amended, if no reserve of the type 
recommended in the President’s message is established. If such a reserve is 
established, the effect on the 1955 crop-support level will depend upon the amount 
set aside. For example, if a reserve of about 400 million bushels of wheat 
valued at about $1.1 billion is established, the minimum level of support would 
be increased to around 77 percent of parity. A reserve of 500 million bushels 
of wheat valued at about $1.4 billion would result in a minimum level of sup- 
port of about 82 percent of parity. 

In the case of corn, the President’s message did not recommend establish- 
ment of any reserve. On the basis of supplies in prospect under acreage allot- 
ments in 1955, the minimum support level for 1955-crop corn would be about 87 
percent of parity under the present provisions of section 101 of the Agricultural 
Act of 1949, as amended. 

With respect to cotton, the President’s message points out that separate 
legislation has made the adjustable pricing provisions of the 1949 act ineffective 
for cotton. This results because the present law requires the Secretary to set 
marketing quotas and acreage allotments for cotton at such levels that the mini- 
mum price support level generally would not fall below 90 percent of parity. 
The President’s recommendations with respect to cotton included changes in 
legislation which would relate the level of price support for cotton to the supply. 
This change is in addition to the establishment of a set-aside. We are now 
working on all the changes in cotton legislation needed to implement the Presi- 
dent’s recommendation, and until this work is completed, it is not possible to 
determine the extent to which a set-aside would affect the minimum level of 
price support. 


Mr. Gorpon. I do want to emphasize again the fact that we are 
asking for this increase in borrowing authority to take care of the 
1954 crops, and there is not too much margin there just for that pur- 
pose. Let’s not tie back to the President's proposed program too 
much in figuring on the needed borrowing authority. 

Senator Wi1aMs. Is the effective date asked for on this bill what 
was in accordance with your recommendations ? 

Mr. Gorpvon. Sir? 

Senator WiiurAMs. This bill, as introduced, was in accordance with 
your recommendation ? 

Mr. Gorpon. Yes, sir; at that time. But it was brought out before 
you came in, Senator Williams, that this great acceleration in the rate 
of loans is giving us some concern now ‘and we are wondering if it 
wouldn't be highly desirable to make this increase in borrowing au- 
thority effective with the passage of the act itself for the simple reason 
that then everybody would be protected. 

As I pointed out in my statement that doesn’t affect the spending 
of itatall. It simply gives us the money and the assurance to every- 
one concerned in carrying out the support program, the trade, banks, 
and everybody else, that adequate fale are available. 
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Senator Witttams. As I understood it in your discussion with Sen- 
ator Holland, the chances are that you would be back asking for an 
additional borrowing authority even in addition to this. 

Mr. Gorvon. It could be in 1955. 

Senator Witi1ams. As I understood you this morning, you said it 
could be before we left this session ; is that correct ? 

Mr. Gorpon. If this trend toward loans continues as it is now. 

Senator WitiiaMs. Therefore, since you are going to have to revise 
it, does it make any difference if Congress modifies this down, to tide 
you over until we, too, get a chance to study your needs and determine 
them a4 e accurately t 

Mr. Gorpon. Senator, it would seem to me that if you wanted to 
accomplish what is necessary here that you certainly wouldn’t want to 
approve an increase of less than a billion and three-quarters dollars 
at this time. 

Senator Wiiiiams. By your own estimate you won’t need anything 
like that now. 

Mr. Gorpon. We will by February of 1955. 

Senator Wituiams. Do you think this would carry you through 
February 1955? 

Mr. Gorvon. We hope it will. 

Senator WittraMs. I understood you this morning to say that you 
perhaps would be back. 

Mr. Gorpon. I said there is the possibility that we might have to 
come back, that we hope to get through until this time next year before 
we have to request any additional increase in borrowing authority. 
On the basis of my testimony we would have a half-billion dollars to 
play with on that. 

Senator Witi1ams. This $727 million that you are asking either 
to be sppropr iated or canceled will be that much extra money ? 

Mr. Gorpon. No, sir. 

Mr. Bracn. That has no influence. That is included in our 
estimate. 

Senator Wira1aMs. That is included in this estimate ? 

Mr. Gorpon. Yes, sir. 

Mr. Beacu. We would ordinarily have gotten that by July 1 under 
usual circumstances. 

Senator WiiuiaMs. It will be money in addition to that which you 
have. 

Mr. Beacu. No,sir. It is just money that we have now tied up, that 
is all. We now have money tied up for operations in the past. We 
are just being reimbursed for those operations. This reimbursement 
ordinarily would take place July 1 instead of in January. 

Senator WiiuiaMs. Cancellation of notes or appropriation of that 
won’t give you any additional capital ? 

Mr. Bracu. No, sir. 

Senator WiLu1AMs. Suppose we don’t do it ? 

Mr. Gorpon. Then the whole program stops. 

Senator WitiiaMs. That is the point. You would have that much 
less money to operate on. You may have it counted, but it does 
mean extra money. If it doesn’t, we just won’t take any action. 

Mr, Gorvon. It means extra money to tide us over until the in- 
crease comes in. 
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Senator WiritaMs. It means $720 million extra. 
Mr. Bracu. Ordinarily we would receive that in July. 

Senator Wititams. That may be true. 

Mr. Beacu. That was counted in as having been available after 
July 1. 

Senator Witiiams. In other words, you need the $134 billion plus 
the $700 million, and you are asking for about $214 billion. 

Mr. Gorpon. Yes, sir. 

Mr. Breacu. There is one point I would like to mention and that 
is that Mr. Gordon said that we hope this additional amount will last. 
Again, if we run into an acceleration of loans in the early part of 
the season as we did this year, which was new to us, we could be out 
of borrowing authority before Congress is back in session the next time. 

Mr. Gorpon. You have your peak that you come to every year. If 
that were thrown out of kilter, and we had it occur some other time 
in the year, you could have an extra hump there like we get in Janu 
ary, which would get us in trouble. 

Normally we would anticipate a distribution of our requirements 
over the year to the extent we wouldn’t get into that difficulty. 

Senator Witt1aMs. The utilization of this borrowing authority that 
is extended to you, are you planning to go into the open market. and 
handle your own as you have done in the last few months? 

Mr. Gorvon. Only as consultation with Treasury indicates it is 
desirable to do so. 

Senator Winrrams, I don’t question but what you work with the 
the Secretary of the Treasury; in fact, from what I can understand, 
1 am confident that you have. I think that both Mr. Benson and 
Mr. Humphrey will continue to work together. I have confidence in 
both of them on that. 

But assuming that the day comes when either one of them or some 
future Secretary decides that he doesn’t want to work with the other, 
do you have to, as you interpret the law ? 

Mr. Gorvon. Yes, sir. 

Mr. Beacu. We feel we are required to as a matter of policy. We 
have not issued a lending-agency agreement or even an arrangement 
for utilizing the services of banks without consulting the Treasury. 

Senator Winitams. Lam not asking if you have ¢ lone. 

Mr. Beacu. On the basis that we do interpret it—— 

Senator WiiL1AMs. You would be obligated and you recognize that 
you could not go out into the money market and place any certificates 
or any form of indebtedness of any kind without the consent of the 
Secretary of the Treasury ? 

Mr. Gorpoy. That would be my offhand interpret ation. Plus the 
fact it is so much simpler for us to go to the Secretary of the Treasury 
and say we need so much. 

Senator WitiiaMs. I understand that. I don’t agree with it neces- 
sarily. I wish you would get an opinion from your solicitor that we 
could incorporate in the record to the effect that. legally the Secretary 
or any future Secretary would be required to confer with the Secretar y 
of the Treasury and obtain their approval. I think that unless that 
is in the Jaw and so understood, it is a dangerous situation. 

Conceivably, the Secretary of Agriculture, if it wasn’t, and the Sec- 
retary of the Treasury, could each separately go in the money market. 
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Mr. Gorpon. I think there has been built up over the years the op- 
posite type program so that it isn’t at all likely to occur. But we will 
check the legality of it. 

Senator Wituiams. That is true. It is only in recent months that 
it has been used as it is now being used in a effort to bypass the ceiling 
on the debt, as an artificial increase. 

Mr. Gorvon. That is true as to the extent. 

Senator Wirtams. It is done legally. 

Mr. Gorpon. I don’t think it was used as a bypass. It was used as 
an attempt to keep within the debt limitation. 

Senator Wintiams. That is the way I should have said it. You 
will get the opinion from the Solicitor? 

Mr. Gorvon. Yes, sir. 

(The matter referred to is as follows:) 


OPINION No. 5584 
FEBRUARY 1, 1954. 


OPINION FoR HowaArp H. GordDON, ADMINISTRATOR, COMMODITY STABILIZATION 
SERVICE 


DEar Mr. Gorvon: This opinion is submitted in response to your oral request 
for the views of this office on the question of the extent to which the financing 
operations of the Commodity Credit Corporation require the approval of the 
Secretary of the Treasury. 

The power of the Commodity Credit Corporation to borrow money is derived 
from section 4 (i) of the Commodity Credit Corporation Charter Act (15 U. S. C. 
714b), which reads as follows: 

“[The Corporation] (i) May borrow money subject to any provision of law 
applicable to the Corporation: Provided, That the total of all money borrowed 
by the Corporation, other than trust deposits and advances received on sales, 
shall not at any time exceed in the aggregate $6,750,000,000. The Corporation 
Shall at all times reserve a sufficient amount of its authorized borrowing power 
which, together with other funds available to the Corporation, will enable it 
to purchase, in accordance with its contracts with lending agencies, notes, or 
other obligations evidencing loans made by such agencies under the Corpora- 
tion’s programs.” 

The provisions of law to which the authority to borrow money contained in 
the Charter Act is subject are found in section 4 of the act of March 8, 1938, 
as amended (15 U. S. C. 713a—4) : 

“Sec. 4. With the approval of the Secretary of the Treasury, the Commodity 
Credit Corporation is authorized to issue and have outstanding at any one time, 
bonds, notes, debentures, and other similar obligations in an aggregate amount 
not exceeding $6,750,000,000. Such obligations shall be in such forms and de 
nominations, shall have such maturities, shall bear such rates of interest, shall 
be subject to such terms and conditions, and shall be issued in such manner and 
sold at such prices as may be prescribed by the Commodity Credit Corporation, 
with the approval of the Secretary of the Treasury. Such obligations shall be 
fully and unconditionally guaranteed both as to interest and principal by the 
United States, and such guaranty shall be expressed on the face thereof, and 
such obligations shall be lawful investments and may be accepted as security 
for all fiduciary, trust, and public funds the investment or deposit of which shall 
be under the authority or control of the United States or any officer or officers 
thereof. In the event that the Commodity Credit Corporation shall be unable 
to pay upon demand, when due, the principal of, or interest on, such obligations, 
the Secretary of the Treasury shall pay to the holder the amount thereof which 
is hereby authorized to be appropriated, out of any money in the Treasury not 
otherwise appropriated, and thereupon to the extent of the amount so paid the 
Secretary of the Treasury shall succeed to all the rights of the holders of such 
obligations. The Secretary of the Treasury, in his discretion, is authorized to 
purchase any obligations of the Commodity Credit Corporation issued hereunder, 
and for such purpose the Secretary of the Treasury is authorized to use as a 
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issued under the Second Liberty Bond Act, as amended, and the purposes for 
which securities may be issued under such act, as amended, are extended to in- 
clude any purchases of the Commodity Credit Corporation’s obligations here- 
under. The Secretary of the Treasury may at any time sell any of the obliga- 
tions of the Commodity Credit Corporation acquired by him under this section. 
All redemptions, purchases, and sales by the Secretary of the Treasury of the 
obligations of the Commodity Credit Corporation shall be treated as public-debt 
transactions of the United States. No such obligations shall be issued in excess 
of the assets of the Commodity Credit Corporation, including the assets to be 
obtained from the proceeds of such obligations, but a failure to comply with this 
provision shall not invalicate the obligations or the guaranty of the same: Pro- 
vided, That this sentence shall not limit the authority of the Corporation to 
issue obligations for the purpose of carrying out its annual budget programs sub- 
mitted to and approved by the Congress pursuant to the Government Corporation 
Control Act (31 U.S. C., 1946 edition, sec. 841). The Commodity Credit Corpor- 
ation shall have power to purchase such obligations in the open market at any 
time and at any price.” 

The statutes quoted above require the approval of the Secretary of the 
Treasury in order for the Commodity Credit Corporation to issue bonds, notes, 
debentures, and other similar obligations covering the borrowing of money 
by the Corporation. The Secretary of the Treasury is required to approve the 
form, denomination, maturity date, rate of interest, and the terms and con- 
ditions of instruments issued pursuant to this authority to borrow money. 

In those cases in which there may be some question whether the trans- 
action. is one to which the act of March 8, 1938, as amended, may be applica- 
ble, the Corporation should consult, and has consistently followed the prac- 
tice of consulting, the Treasury Department both on the question of the ap 
plicability of the statute and the merits of the transaction. 

In the case of contracts with banks and other lending agencies under which 
the Corporation undertakes to purchase producers’ notes evidencing price sup- 
port loans made by the lending agency, when requested to do so by the 
lending agency, the transaction is not a borrowing of money by the Corpora- 
tion and the act of March 8, 1988, as amended, is not applicable. The express 
approval of the Secretary of the Treasury is not required or obtained. 

The certificates of interest which the Corporation issues against a pool of 
producer notes are in the same class, insofar as the applicability of the act 
of March 8, 1938, as amended, is concerned. Producers’ notes, secured by ware- 
house receipts representing commodities pledged for price-support loans, are 
placed in pools against which the Corporation issues certificates of interest (1) 
to the original bank making the loan to the producer, or (2) to another lending 
agency willing to participate in the financing of the loans to producers. Com- 
modity Credit Corporation is entitled to deposit notes which it holds in the pool 
and to have the same right with respect to such deposit as if it were a bank 
or other lending agency. If, on liquidation of the pool, the proceeds are in- 
sufficient to retire all outstanding certificates, Commodity Credit Corporation 
will pay the balance remaining due to the holder of the certificates from funds 
obtained by utilization of its borrowing authority. The holders of certificates 
are essentially in the same position as the lending agency holding the initial loan 
made to an individual producer, except that they have substituted an interest in 
a group of loans for the interest in an individual loan. 

The Corporation has understood both the limitations on borrowing and the 
requirement for the approval by the Secretary of the Treasury as covering obli- 
gations similar to bonds, notes, and debentures—which are all essentially in- 
struments issued to obtain a loan and wherein the maker promises to pay or 
repay a certain sum of money. The several amendments to this section have 
consistently referred to the action taken as being an increase in the Corpora- 
tion’s “borrowing power,” showing a congressional recognition that the statute 
referred to borrowings by the Corporation, rather than the borrowings by the 
producers which the Corporation undertook to purchase. Accordingly, the Com- 
modity Credit Corporation has consistently obtained formal approval by the Sec- 
retary of the Treasury of the issuance, the form, and the terms and conditions, 
of all instruments representing borrowings by the Corporation. It has not ob- 
tained the formal approval of instruments representing a contractual obliga- 
tion to purchase notes issued by producers or to purchase commodities. This in- 
terpretation of the act of March 8, 1938; was discussed in an exchange of corres- 
pondence between the Acting Secretary of the Treasury and the Administrator 
of the War Food Administration, dated November 14, 1944, and December 2, 1944. 
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While Commodity Credit Corporation is not the borrower and the act of 
March 8, 1938, as amended, does not apply to such transactions, Commodity Credit 
Corporation does have a contractual contingent liability to pay the holders of 
the certificates of interest in the event that the makers of the notes do not repay 
them. In order to assure itself of ability to fulfill this contractual requirement, 
Commodity Credit Corporation reserves, unused, sufficient of its authorized bor- 
rowing power to permit it to borrow the funds and pay the holders of the certifi- 
cates if the occasion arises. 

While the act of March 8, 1938, as amended, is not applicable to the issuance 
of certificates of interest, the Commodity Credit Corporation has, we understand, 
consulted the Treasury Department on all aspects of the certificates of interest 
program, and the offering of these instruments to commercial banks in October 
of 1953 was worked out in collaboration with the Treasury Department. The pro 
cedure, the rate of interest, and the extent of the offering, were approved by the 
Treasury Department. 

Sincerely yours, 
Kart D. Loos, Solicitor. 

Senator Witi1aMs. Senator Holland? 

Senator Hotianp. I don’t believe you got the objective that I had 
in mind in calling attention to the last sentence in the prepared state- 
ment by Mr. Gordon, and it is this, and I want the record to show 
it very clearly: This boosting of the Commodity Credit Corporation 
to an $814 billion figure is, in the opinion of the Secretary of Agri- 
culture, purely a temporary matter and he makes that completely clear 
in this last sentence by warning us that two things must happe n to 
keep us from jumping this figure up again next year, in his opinion. 

In his opinion it will be likely, as he puts it, likely necessary to 
request a further increase about a year from now—that is, $814 
billion is just a stopgap, he warns us, unless these 2 things are done, 
and the first is the passage of the new farm program getting away 
from the rigid support-price features in which $214 billion of com- 
modities shall be set aside as reserves. 

You remember that the Secretary made it very clear in his testimony 
that the $214 billion of reserves were simply part of his new program, 
and under cross-examination from Senator Anderson he made it very 
clear that he would have no part in setting up the reserve unless there 
was a change in the basic nature of the program, because otherwise 
we would just get rid of one surplus in order to create another surplus 
a little later. 

Mr. Gorpvon. He was recommending a one-shot deal rather than a 
continuing one. 

Mr. Hotianp. That is right. The second thing he said would 
have to happen would be that the reserve should be financed under 
separate provision, that is, taken off of the Commodity Credit Corp- 
oration load. So that I think the record should be completely clear, 
and I think he made it clear, that in his judgment, necessary as it is 
to raise the limit to $814 billion now, that is just a shot in the arm 
unless we get away from this rigid high support-price program and 
go along with the other features of his new program which he has 
mentioned heretofore, one of which is the $214 > billion reserve and the 
separate financing of it. 

I believe the witness now has said that he understood very 
thoroughly that that was intended and I want to be sure that the 
record shows that the committee understood that this $81 billion 
figure, huge as it is, is just a forerunner of what we may look ‘for ward 
to in the very near future as a recessary further increase unless we 
retrench in the nature of the program that we carry out. 
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Senator WituiaMs. Along that line, as I understand it, regardless 
of what action we take in the adoption of the President’s proposal 
or rejection, you will need $214 billion extra if we don’t set this recom- 
mended $21 billion off into another agency and provide for the money 
there to reimburse the Commodity Credit Corporation. You may 
come in then to ask for that $214 billion. 

Mr. Gorpvon. It would be the same as increasing our borrowing 
authority. 

Senator Wiiuiams. Could we reduce your borrowing authority by 
the corresponding $21 billion? 

Mr. Gorpon. That depends on how the program is set up and how 
it is proceeding at that time. 

Senator WinuiAMs. To what extent do you think we could? Then 
we will know to what extent you are figuring that in. 

Mr. Gorpon. You see, this request is for one and three quarters bil- 
lion dollars. ‘That would only be three-quarters of a billion dollars 
between the two. We are already saying that there may be such an 
acceleration in loans as to take up the 81% billion. I don’t think we 

can count on any reduction. The thing th: it we would avoid is an 
increase above the $81 billion. 

Senator Witi1ams. You don’t think we could count on any reduc- 
tion by setting this aside? 

Mr. Gorvon. I don’t think so. 

Senator WirtiiaMs. By the same token if we don’t set it aside can 
we assume that you will be back asking for an extra $214 billion? 

Mr. Gorpon. Yes, sir; or some figure approaching that. 

Senator Hotianp. Something approaching that. That is just what 
I want the record to show. 

Senator Wiiu1aMs. I think that is very important. 

Mr. Gorpon. That is correct. 

Senator Hotianp. Mr. Chairman, I think there has been too little 
understanding of the real plan and program of the Secretary in this 
regard; that “he wants us to understand that he thinks he can get 
along with this increase of one and three-quarters billion dollars if 
the essential nature of the program is changed in the ways that he 
suggested, but otherwise he is making it completely clear that he 
thinks another heavy increase is going to be required about a year 
from now. 

So that those who decide, if there be some, that we shall go along 
in this completely extravagant fashion, just building a bigger and 
bigger surplus, would at least have the warning of the Secretary of 
Agriculture as to what he thinks will result from it. 

‘Senator Wui1aMs. I know it is getting late, but has there been 
any consideration or discussion down there about the advisability of 
putting flexible supports in effect for the 1954 crop year ? 

Mr. Gorpon. Only on rice. 

Senator WiiuraMs. Was there much of a discussion on commodities, 
in other words, to advance the effective date of the expiration of 90 
percent from the end of 1954 up to the end of 1953 ? 

Mr. Gorpon. You can’t under the extension that was made. 

Senator Witu1aMs. You could if we repeal the law. 

Mr. Gorpon. You could repeal the law. 

Senator WruuiaMs. Has there been any thought given to that? 

Mr. Gorvon. No; I assumed that that would be imposible to do 
and there has been no discussion as far as I know. 
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Senator Wiiu14Ms. I directed a letter to the Department about 6 
months ago, and introduced a bill to that effect and asked for your 
opinions. I wonder what you think about that. We were being con- 
fronted with what the Secretary describes now as a fiasco in the whole 
program. I wonder what prompted the decision to carry it another 
12 months rather than try to advance the effective date? 

Mr. Gornvon. I think the assumption is that it would be impossible 
to get anywhere with such a proposal. 

(Discussion off the record.) 

Senator Witii1aMs. He went on record against the effort; is that 
correct ¢ 

Mr. Gorpon. No. 

Mr. Ricwarps. I think the President has said that he would carry 
out the provisions of the present act. 

Mr. Gorpon. In his campaign speeches. 

Senator Writs. I am asking from the standpoint of the Depart- 
ment. 

Mr. Gorpvon. Let’s put it this way: We have discussed on 1 or 2 
occasions with the President what he considered to be his commitments 
in his campaign speeches and in the case of feed grains and soybeans, 
he felt that he had a definite commitment. Under those circumstances 
the Secretary naturally would not undertake to push for legislation 
which would be a contradiction to those campaign pledges. 

Senator Wiiu1aMs. That isthe answer to my question, that he would 
not support it as of this time. 

We will adjourn the meeting subject to the call of the Chair. 

(Whereupon, at 3:28 p. m., the committee adjourned, subject to 
the call of the Chair.) 

(Additional statements filed with the committee are as follows :) 





AMERICAN FARM BUREAU FEDERATION, 


Washington 1, D. C., January 25, 1954. 
Hon. Grorce D. AIKEN, 


Chairman, Committee on Agriculture and Forestry, 
United States Senate, Washington, D. C. 
DEAR SENATOR AIKEN: The American Farm Bureau Federation supports S. 
2714, a bill to increase the borrowing power of Commodity Credit Corporation 
from $6,750 million to $8,500 million. 


It would be appreciated if this letter could be made a part of the record of 
hearings concerning this bill. 


Sincerely yours, 
FRANK K. WooLLey, 
Legislative Counsel. 


NATIONAL FARMERS UNION, 
Washington 5, D. C., January 25, 1954. 


Senator Grorce D. AIKEN, 
Chairman, Senate Committee on Agriculture and Forestry. 
Dear SENATOR AIKEN: Expansion of the borrowing authority of Commodity 


Credit Corporation is obviously necessary and in the public interest. I urge your 
committee to approve the proposal to expand the borrowing authority from $6.75 
billion to $8.5 billion. National Farmers Union will support the passage of such 
legislation by the Senate. 
I request that you place this letter in the record of your hearings on this bill 
since I shall be unable to attend the hearings of your committee. 
Sincerely, 


JaMEs G. PATTON, 


President, National Farmers Union. 
x 




















